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R.J. Reynolds Industries, Inc. is a diversified, interna¬ 
tional corporation with major interests in domestic and 
international tobacco, processed foods, fresh fruit and 
beverages, containerized ocean shipping, energy, and 
packaging. RJR has over 83,000 full-time employees 
worldwide. About one-third of the corporation’s revenue 
is generated abroad. The corporation’s global opera¬ 
tions are directed from its World Headquarters in 
Winston-Salem, North Carolina. 



• RJ.Reynolds Tobacco Company 

• RJ.Reynolds Tobacco International, Inc. 

• Del Monte Corporation 

• Aminoil CJSA, Inc. 

• Sea-Land Industries Investments, Inc. 

• RJR Archer, Inc. 
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R.J.Reynolds Industries, Inc. 

(Dollars in Millions Except Per Share Amounts) 





1980 

1979 

Change 


For the year ended December 31 

Net sales and revenues . 

Net earnings . 

Net earnings per fully diluted common share ... 

Dividends per common share . 

Net earnings as a percentage of 

net sales and revenues . 

Return on average total capital . 

Return on average common stockholders’ equity 
Capital expenditures . 

At year-end 

Working capital . 

Book value per common share . 

Number of stockholders . 

Number of employees .. 


$10,354.1 

$ 8,935.2 

+ 15.9% 

670.4 

550.9 

+21.7% 

6.12 

5.05 

+21.2% 

2.175 

1.95 

+ 11.5% 

6.5% 

6.2% 


15.6% 

15.6% 


19.9% 

18.5% 


$ 897.9 

$ 684.3 

+31.2% 


$ 1,831.7 

$ 1,716.6 

+ 6.7% 

33.10 

29.60 

+ 11.8% 

114,141 

114,280 

- 0.1% 

83,417 

79,487 

+ 4.9% 
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Excerpts from the Chairman’s Report 


• Record Sales 
and Earnings 

“Your company achieved another year of record sales and earn¬ 
ings during 1980 — the 11th consecutive year of record operat¬ 
ing performance. ” 

• Sales Exceed 
$ 10 Billion 

“Our record-breaking performance in 1980 established another 
benchmark in RJR’s history as consolidated sales exceeded the 
$10 billion level for the first time. ” 

• Five-Year Trend 

“In the past five years, consolidated sales have increased at a 16 
percent compound rate, while net earnings have risen 15 percent 
compounded. ’’ 

• Dividend Increase 

‘ Reflecting the company’s strong financial results as well as our 
confidence in the future, the Board of Directors in October autho¬ 
rized an increase in the quarterly cash dividend paid on com¬ 
mon stock. The Board’s action raised the annual dividend rate to 

« 

$2.40 per share, from $2.10, an increase of 14 percent.’’ 

• Modernization Program 

b 

“In September, we announced a 10-year, $1 billion-plus 
construction and modernization program for domestic tobacco ... 
Our 1 0-year facilities replacement and expansion program further 
demonstrated our commitment to increase market share and 
maintain our industry leadership in the years ahead.’’ 

• Domestic Tobacco 

Market Share 

“RJR achieved the goal of reversing the downward trend in our 
share of the domestic tobacco market during 1980. Cigarette unit 
volume for 1980 was 201.9 billion units, up 1.2 percent over 1979, 
representing the first time in CJ.S. tobacco history that a company 
has exceeded the 200 billion mark in domestic unit sales.’’ 

• China Agreement 

“A milestone achieved during the year was the historic agree¬ 
ment with the People’s Republic of China. A cigarette manufactur¬ 
ing facility in the south China city of Amoy is currently producing 
Camel Filters for sale in duty-free shopping outlets.’’ 

• Record Energy 

Production 

Aminoil achieved record production levels in 1980 while essen¬ 
tially sustaining its petroleum reserves... Aminoil 's exploration 
success ratio is well over the industry average for 
exploratory success. ’’ 

• New Business Unit 

“R.J. Reynolds Development Corporation was formed in January 
1981 to supervise and manage present operations that have devel¬ 
opmental potential, but which do not fit existing business lines. 
The company also will supervise technologically oriented com¬ 
panies and identify ‘new’ technology in which R.J. Reynolds 
may have an immediate or future interest. ’’ 



Report from 
the Chairman 


To my fellow shareholders: 

Your company achieved an¬ 
other year of record sales and 
earnings during 1980 — the 11th 
consecutive year of record oper¬ 
ating performance since the for¬ 
mation of R.J. Reynolds Indus¬ 
tries, Inc. in 1970. 

During this period, the com¬ 
pany has significantly expanded 
its business lines, penetrated or 
established new markets, and 
developed new products and ser¬ 
vices. We also have extended our 
reach from an essentially domes¬ 
tic orientation to become a truly 
international organization. Approximate¬ 
ly one-half of our 83,000 employees 
are overseas and more than one-third 
of our sales are derived outside the 
United States. 



Today, through a carefully planned 
program of acquisition, aggressive cap¬ 
ital commitment and energetic market¬ 
ing, your company stands on two 
strong bases — consumer products, 
and basic resources and services. To¬ 
bacco and foods, both with solid inter¬ 
national franchises, provide the stable 
base on which to shape future growth. 
Our stake in energy resources and 
transportation services gives us a base 
of capital intensive businesses which 
have potential for a high return on 
invested capital. Together, these two 
bases represent a cohesive mix of 
operating companies capable of pro¬ 
ducing a consistent record of growth 
and performance. 

Our record-breaking financial per¬ 
formance in 1980 established another 
benchmark in RJR’s history as consoli¬ 
dated sales exceeded the $10 billion 
level for the first time. Total sales of 
$10.35 billion were 16 percent above 


J. Paul Sticht 

Chairman and Chief Executive Officer 

1979. Earnings from operations (EFO) 
in 1980 were $1.27 billion, up 17 per¬ 
cent, while net earnings rose to $670.4 
million, up 22 percent over 1979. Fully 
diluted earnings per share of $6.12 
were 21 percent higher than last year. 

In the past five years, consolidated 
sales have increased at a 16 percent 
compound rate, while net earnings 
have risen 15 percent compounded. 
The return on average common share¬ 
holders’ equity, an important measure 
of your company’s performance, 
increased to 20 percent, compared 
with 18 percent in 1979. 

Operating results significantly 
increased in energy and tobacco. 


The excellent operating results of the 
company, as a whole, demonstrate the 
balance and stability that we have 
achieved in our corporate structure. 
Significantly higher energy earnings 
and improved results in domestic and 
international tobacco operations made 
strong contributions to our record year. 

We are particularly pleased with our 
1980 results, especially in view of steps 
we chose to take late in the year that 
decreased earnings, but which will 
strengthen the company’s future earn¬ 
ings performance. 


Most significant of these steps 
that adversely affected operating 
results was a nonrecurring 
charge of 13 cents per share 
associated with a write-down to 
an estimated realizable value of 
eight SL-7 containerships and 
related equipment in the com¬ 
pany’s transportation business. 

Earnings were further affected 
by the company’s decision to 
establish reserves for expenses 
anticipated in connection with a 
planned consolidation and re¬ 
alignment of certain Del Monte 
Corporation operations, as well 
as a change in the method of accruing 
employee vacation pay. Together, 
these two items reduced earnings by 
an additional 10 cents per share. 

Several non-operating factors had a 
favorable impact on our 1980 perfor¬ 
mance. Higher investment tax credits 
associated with the purchase of new 


RJR increased its annual dividend rate 
by 14 percent in 1980. 

diesel-powered containerships, and 
lower interest charges resulting from a 
new accounting rule that requires the 
capitalization of certain interest costs, 
were the principal items. The combina¬ 
tion of these two factors produced a 
net gain of 66 cents per share. 

Reflecting the company’s strong 
financial results as well as our confi¬ 
dence in the future, the Board of Direc¬ 
tors in October authorized an increase 
in the quarterly cash dividend paid on 
common stock. The Board’s action 
raised the annual dividend rate to $2.40 
per share, from $2.10, an increase of 
14 percent. RJR has raised its annual 
dividend in each of the last 27 years 
except for 1971, when compliance with 
federal economic guidelines prevented 
us from doing so. The company has 
paid dividends every year since 1900. 
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Report from the Chairman 


Reynolds Tobacco’s “Pride in To¬ 
bacco” program, right, has reached 
millions of people across the CJ.S. in 
the three years since its inception. 
The program, symbolized by a hand 
clutching three tobacco leaves, was 
created to generate renewed interest 
in and support of the tobacco indus¬ 
try. At year-end, “Pride in Tobacco” 
programs had been introduced in a 
total of 13 states. 


In September 1980, Reynolds Tobacco 
announced, right, an unprecedented 10- 
year, $ 1 billion capital expansion program to 
construct the most modern and efficient to¬ 
bacco production facilities in the world. The 
magnitude of this commitment illustrated 
the company’s objectives to increase market 
share and maintain industry leadership in 
the years ahead. 



m m 

A 






A new 360,000 square-foot distribu¬ 
tion facility for Reynolds Tobacco, 
above, will centralize shipping of all to¬ 
bacco products for locations in the 
CI.S. and some foreign countries. When 
completed in 1982, the center will be 
the largest and most modern shipping 
facility in the tobacco industry 
worldwide. 

Reynolds Tobacco co-sponsored the 
annual celebration of San Juan Fiesta 
Day in New York City which attracted a 
crowd of more than 100,000 in June 
1980. Winston is one of the most pop¬ 
ular brands among Hispanic Ameri¬ 
cans, and at the June fiesta, thousands 
were treated to free sample cigarettes, 
souvenir Winston T-shirts and enter¬ 
tainment sponsored by Winston. 
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Report from the Chairman 


« 


In the five years ending with 1980, 
our capital expenditures totaled nearly 
$2.5 billion, primarily for ship construc¬ 
tion and energy development. In Sep¬ 
tember, we announced a 10-year, $1 
billion-plus construction and modern¬ 
ization program for domestic tobacco. 
We expect future allocations to focus 
increasingly on the energy and foods 
operations in addition to the domestic 
tobacco program. 

Reynolds Tobcicco increased its sh«3ie 
of the domestic tobacco market. 


The value of your investment in RJR 
remains an important concern of man¬ 
agement. A series of financial com¬ 
munity presentations during 1980 
culminated in a major two-day presen¬ 
tation in New York City. More than 115 
security analysts from across the nation 
attended the September meeting 
where RJR senior operating manage¬ 
ment gave comprehensive reports on 
their respective businesses. This meet¬ 
ing has directly contributed to a more 
accurate assessment by the financial 
community of your company and its 
future prospects. 

Turning now to a review of our sub¬ 
sidiary companies, 1980 operating 
results of both tobacco companies 
reflected substantial gains. In domestic 
operations, R.J. Reynolds Tobacco 
Company maintained its position as 
the industry’s leading manufacturer 
during 1980 with an approximate one- 
third share of the G.S. cigarette market. 
Sales of $3.52 billion were 11 percent 
above the prior year and EFO of 
$800.8 million represented an increase 
of 12 percent. 

RJR achieved the goal of reversing 
the downward trend in our share of the 
domestic tobacco market during 1980. 
Cigarette unit volume for 1980 was 
201.9 billion units, up 1.2 percent over 
1979, representing the first time in G.S. 
tobacco history that a company has 
exceeded the 200 billion mark in 



“The Men of America” ad is part of a new Winston 
brand family advertising campaign introduced in 
August 1980. The campaign delivers the mes¬ 
sage of Winston’s superior taste. 

domestic unit sales. The modest but 
steady gains experienced since mid¬ 
year and continuing through the fourth 
quarter are indicative of a successful 
turnaround which we believe was 
achieved through one of the most 
aggressive marketing and sales pro¬ 
grams ever conducted in the G.S. to¬ 
bacco industry. 

Reynolds Tobacco is well positioned 
in every major segment of the cigarette 
market. During 1980, we maintained 
our position as the leading manufac¬ 
turer of low “tar” brands, which com¬ 
prise the fastest growing segment of 
the industry. The company achieved 


more than a 35 percent share of the 
low “tar” category with product-line 
extensions of our major brand families 
— Winston, Salem and Camel — play¬ 
ing a leading role. The full-flavor styles 
of these brands also performed well 
during 1980. An excellent example is 


Salem, which once again became the 
nation’s leading menthol brand family 
and moved into third place among the 
overall market leaders. 

The company’s unit sales of ultra-low 
“tar” cigarettes grew 74 percent in 
1980 behind a strong, new brand pro¬ 
gram. This effort produced Vantage 


Gltra Lights, Salem Gltra and the repo¬ 
sitioning of NOW, which lowered the 
“tar” content of its box style to less 
than .01 mg. As a result, Reynolds 
Tobacco’s share of the ultra-low “tar” 
segment increased from 21 to 28 per¬ 
cent for the year. Additionally, after a 
highly successful test market, Winston 
Gltra was introduced nationally in Jan¬ 
uary 1981 and also is experiencing 
strong consumer demand. 

The company’s marketing strategy 
focuses on brand families and stresses 
growth brands. Gnder the brand family 
concept, all styles of major product 
lines are advertised and promoted uti¬ 
lizing a consistent theme which pro¬ 
vides increased market presence and 
consumer awareness for all members 
of the brand family. Reynolds Tobacco 
currently manufactures three of the 
nation's seven fastest-growing brands. 
The discontinuation of five marginal 
brands or brand styles during 1980 
reflects the company’s commitment to 
concentrate its resources behind only 
those brands that meet performance 
standards and offer the greatest 
potential. 

The announcement in September of 
our 10-year facilities replacement and 
expansion program further demon¬ 
strated our commitment to increase 
market share and maintain our industry 
leadership in the years ahead. Included 
in this program are a number of pro¬ 
jects that will provide important pro¬ 
ductivity and quality advantages. 
Among them are construction of two 
new cigarette manufacturing facilities 
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and expansion of our Whitaker Park 
production complex; installation of cig¬ 
arette making machines about 50 per¬ 
cent faster than existing models, and 
packing equipment that will nearly 
double the speed of current machines; 
and construction of new tobacco pro¬ 
cessing facilities. Already under way is 
an automated distribution center and 
an expansion of our research and de¬ 
velopment center. 

These major improvements already 
are having an impact on our capital 
spending for domestic tobacco. Capital 
expenditures, which averaged $50 mil¬ 
lion annually from 1975 through 1979, 
totaled more than $80 million in 1980. 

One of the important issues we 
faced during 1980 centered on the 
continuing smoking and health con¬ 
troversy. Pressures continued to 
develop in the areas of social accept¬ 
ability, restrictive smoking laws and 
discriminatory taxes. Our “Pride in 
Tobacco” program has been instru¬ 
mental in uniting the tobacco family in 
the face of these increasing pressures 
on both national and local levels. The 
defeat of anti-smoking ballot proposals 
in the key states of Florida and Califor¬ 
nia was a direct result of industry 


European cigarette manufacturing 
capacity was increased to accomodate 
long-term growth. 


efforts to achieve a more rational 
assessment of the smoking issue. 

In our international tobacco busi¬ 
ness, the prospects for cigarette unit 
volume growth are brighter in many 
markets than in the United States. In its 
five-year history, R.J. Reynolds Tobacco 
International, Inc. has become the 
fourth largest international tobacco 
company and one of the fastest grow¬ 
ing. Sales of $2.09 billion were 12 per¬ 
cent above the 1979 mark of $1.87 bil¬ 
lion. EFO rose 19 percent, to $177.2 
million from $149.2 million a year ago. 


Tobacco International entered 1980 
facing unstable political and economic 
conditions in the Middle East. Despite a 
significant decline in shipments to this 
area, overall unit volume increased due 
to sales gains in other high-profit world 
markets, particularly in Europe and 
Canada. 


Steps were taken during the year to 
increase the capacity of our manufac¬ 
turing facilities in Europe to accom¬ 
modate the long-term growth pros¬ 
pects we foresee in this area. Also, a 
new area office was established in 
Miami to provide the additional man¬ 
agement resources needed to retain 



Winston International, above, is R.J. Reynolds 
Tobacco International’s first entry in the 
prestige-brand segment of the worldwide Duty- 
Free market. Representing the highest quality 
American-blend cigarette ever launched in the 
Duty-Free market, Winston International is 
designed to appeal to the international traveler 
who demands the very best in consumer prod¬ 
ucts. With American blends gaining a greater 
share of the global cigarette market each year, 
the brand will strengthen Winston’s quality 
image around the world. 
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FRANKFURT 


Frankfurt, Germany, is the site of R.J. Reynolds Tobacco GmbH’s relaunch test market for Winston. 
The company has been carefully monitoring progress of Winston in this test to determine whether the 
brand will respond to increased levels of support and a new campaign. The German market is the 
cornerstone of Tobacco International’s European business, and the company’s share of market in 
that country has grown from 5.6 percent in 1975 to more than 9.3 percent in 1980. 
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Camel Filters, Tobacco International’s leading 
brand in the European marketplace, left, con¬ 
tinues to pace the company’s overall unit 
volume growth. An aggressive advertising cam¬ 
paign featuring a rugged male model in a variety 
of adventurous settings has strengthened 
Camel’s appeal, making it one of the fastest- 
growing brands throughout Europe. 

R.J. Reynolds Tobacco International’s Export A 
Medium, below, has become the biggest Cana¬ 
dian cigarette success story in the past 10 
years. Introduced in March 1980, the new brand 
is a lowered “tar” version of RJR-Macdonald’s 
Export A, and has captured 1.6 percent of the 
Canadian market. The new brand has achieved 
another key objective — reversing the long-term 
decline of the Export family, RJR-Macdonald’s 
leading brand family. By year-end, the Export A 
family had 15.6 percent of the market. 


v 




R.J. Reynolds Tobacco International is the first 
international tobacco company to begin manu¬ 
facturing cigarettes in the People’s Republic of 
China. Under an historic agreement signed in 
1980, Camel Filters is being produced in the city 
of Amoy with equipment supplied by Reynolds 
Tobacco International. Initially, the brand is 
being manufactured with tobacco supplied from 
the U.S. using the same blend as Camel Filters in 
America. Chinese smokers consume more than 
an estimated 700 billion cigarettes annually. 
The agreement represents a significant oppor¬ 
tunity to tap the world’s largest cigarette market. 
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Chun King “Wok Cook-OfF’ contests, above, are an 
integral part of the brand’s regional marketing pro- 
gram. The Cook-Off involves local grocery mer¬ 
chants and consumers and is designed to expose 
consumers to the company’s Oriental-style food 
brand. Consumers are encouraged to experiment 
with new cooking techniques and to create their 
own recipes. The grocery trade participates by offer¬ 
ing entry blanks in local grocery stores. 


Each year hundreds of thousands of visitors enjoy 
quality Del Monte products at Disneyland in South- 
** n California and at Walt Disney World in Florida. At 
noth Disney parks, Del Monte Catsup is the official 
catsup served. The company also sponsors the 
America Sings Pavilion at Disneyland, and the Dia¬ 
mond Horseshoe Revue at Disney World. Nostalgic 
visitors to the Market House in both parks can 
purchase reproductions of Del Monte food cans as 
they appeared on grocery shelves 60 years ago. 





Del Monte juice sales in the United Kingdom, left, 
have increased more than fivefold in the last two 
years. One reason is Del Monte Tetra Brik, a foil- 
laminated, semi-rigid paperboard carton used to 
market the company’s orange, grapefmit and apple 
juices. English consumers describe the product as 
handy and lightweight, and say they like the savings 
Del Monte is able to pass along in container costs. 
Consumer tests are underway in other European 
markets in preparation for expanded distribution of 
Del Monte juices in Tetra Brik packaging. 
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our strong position in the Caribbean. It 
also will permit us to pursue the devel¬ 
opment of our business throughout 
Central and South America. 

A milestone achieved during the year 
was our historic agreement with the 
People’s Republic of China. A cigarette 
manufacturing facility in the south 
China city of Amoy is currently produc¬ 
ing Camel Filters for sale in duty-free 
shopping outlets. At a later date, the 
factory will produce a jointly owned 
brand for sale in China and other 
world markets. 

This agreement represents a signifi¬ 
cant opportunity to participate long¬ 
term in the world’s largest cigarette 
market. Chinese smokers are esti¬ 
mated to consume more than 700 bil¬ 
lion cigarettes annually (compared with 
(J.S. consumption of over 600 billion). 

In RJR’s other major consumer 
goods business, foods and beverages, 

1980 sales were $2.27 billion while 
EFO totaled $94.3 million. 

Except for its fresh fruit business, 

1980 was a difficult year for Del Monte. 
Industry-wide product inventories car¬ 
ried over from 1979, economic reces¬ 
sion and weak consumer markets 
caused by worldwide inflation, had a 
significant impact on operating results. 


Charges against income for estimated 
expenses anticipated in connection 
with the consolidation of certain opera¬ 
tions, as well as the change in the meth¬ 
od of accruing employee vacation pay, 
also dampened Del Monte’s 1980 EFO. 

The management integration of RJR 
Foods with Del Monte, begun in early 
1980 and completed in September, 
position the RJR Foods unit within 
the Prepared Food and Beverage 
Products group of Del Monte. Other 
principal Del Monte operating groups 



Del Monte’s development of a 6,000-acre pine¬ 
apple plantation in Costa Rica is fully under way. 
Tapping this new important fruit source will ena¬ 
ble the company to greatly expand distribution of 
top-quality fresh pineapple in undeveloped 
markets in the eastern (J.S. and Europe. Del 
Monte fresh pineapple has been marketed in the 
(l.S. for more than a decade, but until now, dis¬ 
tance and transportation costs limited major dis¬ 
tribution of Hawaiian-grown fruit to (J.S. West 
Coast markets, with limited distribution inland. 


include U.S. Grocery Products, Interna¬ 
tional Grocery Products, and Fresh Fruit. 

The CIS. Grocery Products group 
produces and markets more than 170 
varieties of processed canned foods, 
including vegetables and tomato prod¬ 
ucts, fruit and fruit juices, drinks and 
dessert items, as well as seafood and 
other miscellaneous food products, all 
under the Del Monte banner. Despite a 
difficult year overall, U.S. Grocery 


Products was able to maintain strong 
market positions in key fruit and vege¬ 
table items while expanding distribution 
of its new Mexican-food line and intro¬ 
ducing Del Monte Lite fruits, which 
contain 50 percent less added sugar. 


International food processing opera¬ 
tions have become increasingly impor¬ 
tant to Del Monte. With processing 
plants in Canada, Europe, Latin Amer¬ 
ica, Africa and the Far East, Del Monte 
has established a broad base for sup¬ 
plying a growing and expanding world 


market. Although 1980 results were 
affected by adverse economic condi¬ 
tions, the long-term outlook is favorable. 

Another of the food lines in which we 
see great potential for growth is Fresh 
Fruit, especially the tropical varieties 
such as pineapples and bananas. Fresh 
Fruit operations have been consistently 
profitable and have provided an 
increasing share of Del Monte earnings 
since entering the business in the late 
1960s. The company’s principal grow¬ 
ing areas include Hawaii, the Philip¬ 
pines and Central America. A new 
pineapple plantation in Costa Rica is 
being developed to provide a source of 
fresh pineapple to the largely undeveloped 
markets of the eastern United States 
and Europe. 

Del Monte’s newest operating group, 
Prepared Food and Beverage Products, 
includes the pre-consolidation food 
businesses of RJR Foods and two Del 
Monte specialty food operations. Pre¬ 
pared Food and Beverage Products 
manufactures and sells Hawaiian 
Punch beverages, Chun King frozen 
and canned products, Patio frozen Mex¬ 
ican products, Milk Mate chocolate 
syrup, Perky fresh and frozen fruit turn¬ 
overs and the Award brand of frozen 
entrees manufactured by O’Brien, Spo- 
torno, Mitchell for airlines, restaurants 
and hotels. 

Other Del Monte products include 
My*T*Fine puddings, Vermont Maid 
syrup, College Inn products, Davis bak¬ 
ing powder and Brer Rabbit molasses 
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and syrups. These products are gener¬ 
ally distributed regionally, and either 
lead or are among the leaders in their 
respective categories. 

We see exciting opportunities for 
volume and profit growth in the Pre¬ 
pared Food and Beverage Products 
group, particularly for Hawaiian Punch 
soft drinks, ethnic foods and airline 
meals. Contributing to this positive out¬ 
look is Del Monte's announced agree¬ 
ment to acquire Morton Frozen Foods, a 
division of ITT’s Continental Baking 
Company. Morton’s food processing 
plants and distribution systems will 
facilitate our participation in high value- 
added frozen food lines. 

In an effort to further strengthen Del 
Monte’s operating posture, four busi¬ 
nesses that did not fit with its long-term 
plans were sold during the year. They 
included two potato products firms, 

Cut & Ready and Endico Potatoes, and 
two snack food companies, Granny 
Goose and California Pretzel. 

Our domestic energy company, 
Aminoil USA, Inc., recorded a $117.4 
million increase in 1980 EFO, to 

Aminoil exceeds industry averaqe for 


$182.9 million from $65.5 million in 

1979. Sales rose to $985.0 million from 
$627.7 million last year. These results 
primarily reflect higher domestic petro¬ 
leum and natural gas production, and 
increased prices. 

Aminoil’s strong performance is the 
result of an aggressive exploration and 
development program, which was 
initiated in 1976 and began paying off 
in 1979 and 1980. The company’s 
domestic natural gas production rose 
from 189.8 million cubic feet per day 
(mmcfd) in 1979 to 262.4 mmcfd in 

1980. Domestic crude oil and conden- 



Aminoil is participating in a number of programs 
to recover oil from proven basins, such as the 
Beta Field project in San Pedro Bay off the South¬ 
ern California coast. The offshore drilling platform 
in the Beta Field is the first of two in a joint effort by 
Aminoil and Shell Oil Company to recover an 
estimated 150 million barrels of oil. 

sate production averaged 37,100 bar¬ 
rels per day in 1980 compared with 
36,800 barrels a year earlier. 

In addition to achieving record pro¬ 
duction levels in 1980, the company 
essentially sustained its petroleum 
reserves. Aminoil ended the year with 
proved reserves of 623 billion cubic 
feet of natural gas and 131 million bar¬ 
rels of oil. 

Ami noil’s exploration success ratio 
has been exceptional. During 1980, our 
energy subsidiary participated in the 


drilling of 101 exploratory wells, of 
which 42 were discoveries, for a suc¬ 
cess rate of 41.6 percent, well above 
the industry average for exploratory 
success. The level of drilling activity in 
1980 was the highest in the company s 
history. 

A dominant factor in Aminoil’s posi¬ 
tive results has been the concentration 
of its domestic exploration and devel¬ 
opment activities in likely producing 
basins. Major areas of exploration have 


focused on California, the Rocky Moun¬ 
tains, West Texas, New Mexico, Okla¬ 
homa and onshore and offshore in the 
Gulf of Mexico region. 

Aminoil received its first earnings 
contribution from geothermal opera¬ 
tions when the company began supply¬ 
ing steam to the world’s largest geother¬ 
mal plant in April 1980. Operating in 
“The Geysers” area of Northern Cali¬ 
fornia, Aminoil is continuing to drill 
wells which will supply steam to two 
additional geothermal power plants. 

Aminoil’s natural gas liquids busi¬ 
ness completed a major expansion 
program with the installation of a new 
gas processing plant — the 12th in 
which the company holds interests. 

The company also expanded its gas¬ 
gathering system to increase the 
volume of gas fed to Aminoil’s largest 
plant in Tioga, North Dakota. 

Our long-term objective is to main¬ 
tain a minimum of 20 percent annual 


growth in Aminoil’s earnings. The 
company’s earnings grew substantially 
more than 20 percent in 1980, with 
EFO almost triple that of the prior year. 
We also expect earnings to exceed our 
20 percent growth objective in 1981. 
During the next several years, the larg¬ 
est contributors to Aminoil’s earnings 
are expected to be increased volumes 
of domestic oil and gas production and 
additional revenues resulting from the 
complete decontrol of crude oil prices 
and the phased decontrol of natural 
gas prices. 

As R.J. Reynolds enters its second 
decade in the energy business, Amin- 
oil’s domestic petroleum and geother¬ 
mal reserves give us an excellent out¬ 
look for increases in earnings and a 
very strong cash flow. It is significant to 
note that Aminoil’s entire planned 
1981 spending program for exploration 
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AminoiPs new 50-million-cubic-foot-per-day natural gas processing 
plant, below, completed in 1980 in Live Oak County, Texas, has 
increased AminoiPs total gas processed volume by some 25 per¬ 
cent. The facility removes petroleum liquids and impurities from 
natural gas produced at the company’s East Chapa field, which is 
estimated to hold more than 50 billion cubic feet of gas reserves, 
and compresses the remaining dry gas for transmission through 
pipelines. AminoiPs 11 other gas processing plants are in California, ' 
Oklahoma, Louisiana and North Dakota. 



AminoiPs list of promising 
new discoveries has grown 
longer with the addition of 
important new “wildcat” 
discoveries made in West 
Texas’ Permian Basin, left. 
Such discoveries by Amin- 
oil have given the com¬ 
pany a remarkably high 
exploration success rate 
of 41.6 percent, well 
above the industry aver¬ 
age. The drilling in the 
Permian Basin, along with 
efforts in the Rocky Moun¬ 
tains region, also mark 
AminoiPs first domestic 
venture with a foreign firm. 
Part of AminoiPs effort in 
both areas is being con¬ 
ducted with MIC Petro¬ 
leum, Inc., a unit of 
Japan’s Mitsubishi Corp. 




Geothermal operations contributed earnings to RJR for the first time in 1980 when 
the largest and newest geothermal steam-powered electric plant in the world began 
commercial operations. In April, steam developed by Aminoil began turning the 
turbines of a 135-megawatt electric generating station in an area known as “The 
Geysers,” above, in Northern California. The plant is the first of several similar 
California generating stations for which Aminoil has signed steam supply contracts. 


A 39-mile pipeline extension being constructed by Aminoil 
in North Dakota, left, will increase by 25 percent the 
volume of gas processed at the company’s largest gas 
processing plant, in Tioga. Nearing completion, the project 
will substantially increase the company’s processing busi¬ 
ness and expand AminoiPs marketing opportunities. 
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Completion of Sea-Land’s ship construction pro¬ 
gram — finished on time and below budget in 1980 
— gives the company one of the newest and most 
fuel-efficient fleets in the world. Twelve new diesel- 
powered D-9s, like the Sea-Land Patriot, right, sail¬ 
ing into San Francisco Bay, operate at a fuel cost 
approximately 35 percent lower than that of com¬ 
parably sized steam turbine ships. Sea-Land’s D-9s 
are able to make a round trip run between the ti.S. 
West Coast and Asia without refueling. 


Sea-Land provides fast and efficient operations on 
shore as well as at sea, maintaining exclusive or 
preferential terminals at major and medium¬ 
sized ports around the globe. Sea-Land maximizes 
efficiency at such ports as Algeciras, Spain, below, 
by utilizing its own cranes, wheeled chassis opera¬ 
tions and a computer-assisted management con¬ 
trol system for its rolling stock and cargo. 




Sea-Land’s more than 80,000 containers reach 180 
ports and cities in 52 countries and territories on five 
continents, including the Netherlands, right. Sea-Land’s 
standard containers handle an entire range of dry cargoes 
and are constructed of lightweight aluminum, which pro¬ 
vides more strength, durability and the ability to carry a 
greater payload and produce higher revenues than other 
shippers’ steel containers. Sea-Land’s fleet of special 
“boxes” are used for transporting frozen, refrigerated and 
liquid products as well. 
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and development is expected to be 
financed from its own cash flow. 

RJR’s global transportation subsid¬ 
iary, Sea-Land Industries Investments, 
Inc., recorded revenues of $1.41 billion, 
up 16 percent from the $1.22 billion a 
year ago. EFO of $65.8 million was 13 
percent higher than the $58.3 million in 


1979. The higher earnings reflect 
increased volumes, selective rate 
improvements, and improved produc¬ 
tivity and cost controls. These factors 
were sufficient to offset higher overall 
operating costs. 

That Sea-Land is an effectively man¬ 
aged and profitable containership 
operator is evidenced by its perfor¬ 
mance in 1980, a year of great diffi¬ 
culty and volatility for the ocean ship¬ 
ping industry worldwide. Although the 
containership industry is cyclical, 
reflecting the nature of international 
business conditions, Sea-Land has, 
through a broad network of trade 
routes and strategic planning, demon¬ 
strated its ability to adequately weather 
these variances. 

Containerized shipping is a capital- 
intensive business, requiring specially 
designed facilities to move loaded con¬ 
tainers in and out of terminals as effi¬ 
ciently as possible, as well as sophisti¬ 
cated ocean-going vessels to carry 
those containers. Sea-Land’s opera¬ 
tions have been significantly improved 
by the addition of new, fuel-efficient 
ships. Today, 28 of our larger capacity 
vessels — representing 74 percent of 
owned capacity — are either new or 
modern technology class ships. 
Although the remaining 19 owned 
ships are older and less efficient, they 
are profitably employed in lower 
volume trade routes that complement 
our primary businesses. Sea-Land s 



Sea-Land is fast becoming Houston’s gateway to 
international trade with the completion of its new 
40-acre terminal at the city’s Barbours Cut Port 
Complex on Galveston Bay. Houston, which out¬ 
paces most other CJ.S. ports in total foreign 
commerce, ranks second only to New York in 
dollar value of international trade. Sea-Land is the 
only carrier with exclusive terminal facilities at this 
key port complex. 


modem containership fleet is one of 
the most efficient in existence. Com¬ 
plementing these Sea-Land vessels is 
the largest fleet of owned containers 
and chassis in the industry. 

Fuel now represents more than 50 
percent of Sea-Land’s vessel operating 
expense — compared with 20 percent 
five years ago. The addition in 1980 of 
12 new diesel-powered D-9 class, 839- 
container capacity vessels represents 


one of the firm’s major steps to control 
fuel expenditures. The new ships pro¬ 
vide about a 30 percent improvement 
in average fuel efficiency compared 
with similarly sized steam-powered 
ships. Approximately 38 percent of 
Sea-Land’s CJ.S.-flag capacity is now 


diesel powered and highly cost com¬ 
petitive as fuel prices increase. 

The container cargo market — those 
commodities which do or could move 
via containers — is projected to grow 
at a rate of between 4 and 4.5 percent 
annually during the 1980s. This is 
down from a 5.8 percent level in the 
last decade. We expect to achieve 
future growth by increasing our share 
of existing markets, developing new 
ones and attracting more high-revenue, 
quality cargoes. 


Sea-Land is now strategically posi¬ 
tioned and more cost-efficient due to 
an intensive and selective internal 
investment program that took place 
throughout the latter part of the 1970s. 
During the 1980s, Sea-Land will be 
able to handle more than 600,000 con¬ 
tainer loads each year with greater effi¬ 
ciency. Sea-Land’s organization of 
skilled transportation professionals is 
dedicated to continued excellence in 
providing the services demanded by 
shippers throughout the world. 

Our packaging subsidiary, RJR 
Archer, Inc., recorded sales of $204.8 
million in 1980, an 11 percent increase 
over the $185.1 million registered last 
year. Archer reported EFO of $10.8 
million, down from $15.3 million in 
1979. Selling price increases were not 
sufficient to offset escalating raw mate¬ 
rial and production costs, particularly in 
the supermarket film and fabricated 
metals markets, which were depressed 
due to the 1980 recession. 

Archer continues to be a major sup¬ 
plier of packaging to the tobacco 
industry. The firm’s research and de¬ 
velopment of new packaging technol¬ 
ogy is making increasingly significant 
contributions to our total operations. 
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In addition to tobacco, RJR’s important new trade 
ties with the People’s Republic of China involve 
sharing RJR Archer packaging technology, right. 
Most of the packaging material China is using to 
package Camel Filters is provided by the com¬ 
pany. The materials are used on equipment R.J. 
Reynolds Tobacco International provides the Chi¬ 
nese as part of the far-reaching agreements the 
company signed with China in 1980. Among the 
materials Archer is sending to China is a closure 
stamp for Camel Filters packs depicting the Chi¬ 
nese and American flags crossed to show the 
friendship between the two countries. 



Another example of RJR Archer putting new 
technology to work is the company’s use of a new 
Chambon narrow board press to increase produc¬ 
tion controls, reduce operating costs and improve 
the quality of its packaging for the tobacco indus¬ 
try. Built in France, the $ 2 million press is the only 
one of its kind in the tl.S. to print, cut and fold 
crush-proof cigarette boxes. 


A leading packaging supplier to the entire tobacco 
industry, RJR Archer increasingly is turning its 
technology to the business of supplying contain¬ 
ers to the food industry. One example is the de¬ 
velopment of a new food can lid for a major 
national cat food manufacturer. When the firm 
turned to Archer for ways to reduce costs and still 
provide an easy-opening can. Archer created a lid 
that met all the requirements and helped produce 
record sales for the manufacturer. 
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To meet our corporation’s growing 
need for a vehicle to identify and 
develop growth opportunities for new 
products and technologies, a new bus¬ 
iness unit, R.J. Reynolds Development 
Corporation, was formed in January 
1981. The new entity will supervise and 
manage present operations that have 


R.J. Reynolds Development Corpor 
tion formed to m«. 
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developmental potential, but which do 
not fit precisely within existing business 
lines. The company also will supervise 
technologically oriented companies 
and identify “new” technology in which 
R.J. Reynolds may have an immediate 
or future interest. 

Assigned to the new company 
initially will be RJR Archer, Service Sys¬ 
tems Corporation, which provides 
management and other services to 
institutional food service clients, and 
Avoca, which is engaged in the devel¬ 
opment and advancement of agricul¬ 
tural technology. 

At a later date, R.J. Reynolds Devel¬ 
opment Corporation might also be the 
parent organization for businesses 
acquired through new venture activi¬ 
ties, acquired smaller independent 
companies or subsidiaries of larger 
companies participating in consumer 
product categories exclusive of tobac¬ 
co and foods. It also could provide 
temporary lodging for business units 
obtained as part of a large scale con¬ 
sumer packaged goods acquisition 
which do not have a readily identifiable 
fit within exisiting business lines. 

Once again in 1980, R.J. Reynolds 
continued to bear the impact of 
increasing costs for regulatory com¬ 
pliance. Together, the parent and oper¬ 
ating companies expended in excess of 
750,000 man-hours in completing 
governmental forms. The non-capital 



The skyline of Winston-Salem, North Carolina, the 
headquarters city of R.J. Reynolds Industries, has 
a new look as Reynolds Plaza nears comple¬ 
tion. The 615,000 square-foot, 16-story facility will 
house some 2,000 office workers. Designed to be 
energy-efficient, the building will alleviate a short¬ 
age of office space created by RJR’s rapid growth 
since 1970. The Reynolds Plaza office tower will 
complement the adjacent 20-story Reynolds 
Building, which was built in 1929 and became the 
prototype for the famous Empire State Building. 

cost alone to the company of this 
compliance was approximately $28 
million. 

Fortunately, the outlook beyond early 
1981 shows some encouraging signs 


RJR employees spent 750,000 man¬ 
hours completing government forms. 


in the area of regulatory reform. The 
current environment in the federal 
government is one of regulatory reform 
awareness, as indicated by various bills 
in committee for sunset legislation, 
legislative veto, cost/benefit analysis 
and regulatory budgeting. Our com¬ 
pany is committed to actively support¬ 
ing passage of responsible regulatory 
reform legislation. 

Several key management moves 
made during 1980 further enhanced 


our progress toward building a strong 
and flexible management team. In Feb¬ 
ruary 1980, Wm. D. Hobbs, Jr., after 44 
years of service with R.J. Reynolds 
Tobacco, was elected executive vice 
president of R.J. Reynolds Industries. 

He assumed responsibility for oversee¬ 
ing our domestic and international to¬ 
bacco subsidiaries and remained a 
member of our Board of Directors until 
his retirement in December. 


During the year, Reynolds Industries 
reshaped operations for profitable 
growth in the ’80s. 


Edward A. Horrigan, Jr. succeeded 
Mr. Hobbs as chairman, president and 
chief executive officer of Reynolds 
Tobacco. Mr. Horrigan had been 
chairman and chief executive of R.J. 
Reynolds Tobacco International. 
Edmund G. Vimond, Jr. became the 
new president and chief executive 
officer of Tobacco International. 

A number of senior management 
changes also were made to broaden 
Del Monte’s executive management 
organization. Richard H. Ward and 
Warren Hageman were promoted from 
executive vice presidents to vice chair¬ 
man, and president and chief operating 
officer, respectively. Richard G. Landis 
continues as chairman and chief exec¬ 
utive officer. 

Two new directors were elected to 
our Board during 1980. As announced 
at our Annual Meeting last April, Gor¬ 
don Gray retired after 19 years of dis¬ 
tinguished service to R.J. Reynolds. His 
valuable counsel and guidance will be 
missed. Joining the Board was Vernon 
E. Jordan, president of the National 
Urban League. In December, Mr. Horri¬ 
gan was elected to the Board. 

In summary, 1980 was a year in 
which Reynolds Industries made signif¬ 
icant progress toward reshaping its 
operations for profitable growth in the 
'80s. We increased our dividend 14 
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Joseph F. Abely, Jr. 

Vice Chairman of the Board 


percent, and our sales, net earnings 
and earnings per share set all time 
records. To the 83,000 men and 
women of R,J. Reynolds, without whose 
efforts these accomplishments could 
not have been possible, my sincere 
appreciation. 

Turning to the future, (J.S. business 
as a whole, and particularly firms which 
operate in the world marketplace, can 
expect a challenging year in 1981. This 
is particularly true in the foods business, 
where pressures are already building 
for higher raw materials prices. 

We expect that unsettled conditions 
in various sectors of the world econ¬ 
omy could combine to reduce world 
trade and, in turn, affect RJR’s trans¬ 
portation subsidiary, Sea-Land. 

The anticipated efforts of the new 
administration to slow the rate of infla¬ 
tion will mean that we in the Gnited 
States are in for an extended period of 
economic restraint. 


The future of our company lies in its 
ability to recognize and take advantage 
of opportunities for growth. The direc¬ 
tions we have established for ourselves 
in the past have prepared us for this 
challenge. This growth we seek is 
important not only for R.J. Reynolds 
Industries, but for our nation’s overall 
economic vitality as well. 

Finally, may 1 remind you that our 
1981 Annual Meeting is scheduled for 
2 p.m. Wednesday, April 22 at the 
Hotel du Pont in Wilmington, Delaware. 
1 hope to have the pleasure of meeting 
you there. 

We appreciate the support and con¬ 
fidence demonstrated through your 
investment and look forward to a con¬ 
tinuing and rewarding relationship. 



Chairman and Chief Executive Officer 

Winston-Salem, North Carolina 
February 19, 1981 
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Tobacco 
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NOW 


Reynolds Industries’ two tobacco subsidiaries 
produce tobacco products in the U.S. and more 
than 20 other countries and sell a wide range of 
brands in more than 160 nations and territories. 

R.J. Reynolds Tobacco Company is America’s 
leading tobacco company. With four of its ciga¬ 
rette brands in the top 10 — Winston, Salem, 
Camel and Vantage — the company markets the 
most complete line of cigarette products for 


today’s smokers. Under its brand-family market¬ 
ing concept, major brands are offered in several 
styles to meet consumer wants for length, “tar” 
level and packaging. Reynolds Tobacco also 
markets a number of other tobacco products 
including Prince Albert, America’s best-selling 
smoking tobacco. Work Horse and R.J. Gold 
chewing tobaccos, and Madeira pipe tobacco. 

Outside of the U.S., R.J. Reynolds Tobacco 
International sells both RJR’s American-origin 
brands and products initiated abroad. Camel Fil¬ 
ters is one of the world’s fastest-growing brands. 


Winston is the company’s best seller in Spain, the 
Middle East, Puerto Rico and Hong Kong. In Can¬ 
ada, the Export family of brands includes light, 
medium and full-flavor styles. The company’s 
Brazilian subsidiary markets 100mm Chanceller, 
River 90, LS and other cigarettes. The low “tar” 
category is starting to emerge internationally and 
Camel Mild and Vantage are helping Tobacco 
International establish a strong position in that 
segment. 
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Foods and Beverages 


Del Monte Corporation is a diversified interna¬ 
tional foods company with production facilities in 
12 countries and marketing activities in more 
than 60 nations around the world. The Del Monte 
brand — a staple item on grocery and cupboard 
shelves for nearly 90 years — has earned an 
unequaled reputation for quality and value among 
consumers everywhere. In addition to concentrat¬ 
ing on high value, high margin products, and elim¬ 


inating poor performers, Del Monte has moved 
aggressively to build volume in line extensions 
and new products, particularly the high value- 
added, non-seasonal formulated foods, such as 
Lite fruits and a new line of Mexican foods. 

In addition to the broad line of canned fruits, 
vegetables and seafoods marketed under the Del 
Monte brand, the company markets fresh fruits 
and provides transportation services. Operating 


as a separate unit within Del Monte is the Prepared 
Food and Beverage Products group, including 
the businesses of RJR Foods, Inc. This group 
manufactures and sells a range of well-known 
convenience foods and beverage products, includ¬ 
ing Hawaiian Punch, Chun King Oriental foods. 
Patio Mexican foods and Milk Mate chocolate- 
flavored syrup. 
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Energy 




Aminoil USA, Inc., third largest independent 
petroleum company in the United States, holds 
interests in about 160 domestic producing fields, 
the most important of which are in California, 
Louisiana, Texas and the Gulf of Mexico. Aminoil 
also operates in all major basins in the mid¬ 
continent. Although primarily a domestic energy 
company, potential expansion opportunities 
extend overseas, where activity is focused cur¬ 
rently in Argentina and the Dutch North Sea. 

Aminoil’s extensive natural gas liquids opera¬ 
tions rank the company among the 25 largest 
liquids processors in the CJ.S. Although the com¬ 
pany has no refineries or service stations, it oper¬ 
ates one of the largest independent petroleum- 
product distribution systems on the West Coast. 

Aminoil’s role as an energy developer broad¬ 
ened in 1980 as geothermal steam supplied by 
the company began powering the first of three 
planned electric generating plants in California. 
Aminoil’s geothermal leases total about 250,000 
acres in California, Nevada, New Mexico, Utah and 
Oregon. 
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Ocean Transportation 



Sea-Land Industries Investments, Inc., one of 
the largest containerized ocean shipping com¬ 
panies in the world, is known as a leader and 
innovator in its industry. The company serves 
more than 180 cities in 52 countries and territo¬ 
ries around the globe and has one of the most 
modem fuel-efficient fleets in the business, includ¬ 
ing 47 containerships and some 80,000 
containers. 

The recent completion of 12 new energy¬ 
saving, diesel-powered D-9 ships, as well as 
exclusive or preferential control over its terminal 
facilities help assure Sea-Land customers the 
fastest, most efficient delivery of their cargoes. 


Packaging 

RJR Archer is one of the nation’s leading pro¬ 
ducers of flexible packaging materials and vinyl 
film wraps. In addition to being a major supplier to 
the entire tobacco industry. Archer products are 
used to package a growing list of America’s best- 
known consumer goods. 

The company’s increasingly important role as 
an innovator in new packaging technology 
strengthens its position in the industry. 
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Financial Information 


R.J.Reynolds Industries, Inc. 

Selected Five-Year Financial Data 

For the Years Ended December 31 


(Dollars in Millions Except Per Share Amounts) 

1980 

1979 

1978 

1977 

1976 

Five-Year Consolidated 

Statements of Earnings 

Net sales and revenues. 

Costs and expenses: 

Cost of products sold and 

operating expenses. 

Selling, advertising, administrative 
and general expenses. 

$10,354.1 

7,466.9 

1,617.8 

$8,935.2 

6,490.5 

1,358.1 

$6,709.2 

4,816.2 

986.4 

$6,431.5 

4,833.5 

784.0 

$5,812.1 

4,355.3 

677.2 

Earnings from operations. 

1,269.4 

1,086.6 

906.6 

814.0 

779.6 

Interest and debt expense. 

(127.3) 

(125.8) 

(71.4) 

(83.5) 

(70.4) 

Other income (expense), net. 

22.2 

24.1 

23.0 

16.3 

7.6 


1,164.3 

984.9 

858.2 

746.8 

716.8 

Foreign currency gains (losses). 

— 

10.2 

(3.9) 

(11.7) 

(26.9) 

Nonrecurring gains (losses). 

(25.1) 

22.1 

— 

55.1 

— 

Earnings before provision for 

* 





income taxes. 

1,139.2 

1,017.2 

854.3 

790.2 

689.9 

Provision for income taxes. 

468.8 

466.3 

412.4 

366.7 

336.7 

Net earnings. 

670.4 

550.9 

441.9 

423.5 

353.2 

Less preferred dividends. 

30.6 

30.7 

6.4 

7.4 

10.2 

Net earnings applicable to 






Common Stock. 

$ 639.8 

$ 520.2 

$ 435.5 

$ 416.1 

$ 343.0 

Net earnings per common share: 






Primary.•.. 

$ 6.23 

$ 5.23 

$ 4.51 

$ 4.36 

$ 3.73 

Fully diluted. 

6.12 

5.05 

4.29 

4.10 

3.44 

Average number of common shares 






outstanding (in thousands): 






Primary. 

102,709 

99,521 

96,629 

95,458 

91,848 

Fully diluted. 

104,735 

103,947 

103,055 

103,257 

102,579 

Other Data 






Dividends on common and preferred 






stocks. 

$ 254.5 

$ 224.7 

$ 179.3 

$ 166.7 

$ 153.9 

Dividends per common share. 

2.175 

1.95 

1.7875 

1.6675 

1.565 

Dividend payout percentage*. 

35.0% 

37.3% 

39.7% 

38.3% 

41.9% 

Common Stock price range: 






High. 

$ 47% 

$ 36 

$ 32% 

$ 35% 

$ 34% 

Low.. 

27 

27 Va 

2614 

29 

27% 

Net earnings as a percentage of 






net sales and revenues. 

6.5% 

6.2% 

6.6% 

6.6% 

6.1% 

*Total dividends on Common Stock as a percentage of net earnings applicable to Common Stock. 



General 






Number of stockholders at year-end. .. 

114,141 

114,280 

111,580 

113,827 

117,421 

Number of employees at year-end .... 

83,417 

79,487 

37,346 

36,705 

37,296 
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Financial Information 


Management’s Discussion and Analysis 

Results of Operations 


Sales and Earnings 

Consolidated net sales and revenues were $10.35 
billion, an increase of 16 percent over the prior year, 
and exceeded $10 billion for the first time. The 1980 
consolidated results of operations included the first 
full-year results of Del Monte Corporation, acquired 
on February 2, 1979. (See Note 16 to the Financial 
Statements.) Earnings from operations in 1980 were 
$1.27 billion, an increase of $183 million, or 17 per¬ 
cent, over the prior year. 

Net earnings in 1980 increased $120 million, or 22 
percent, while net earnings per fully diluted common 
share rose $1.07 to $6.12 in spite of the effects of a 
nonrecurring loss of 13 cents per share related to a 
write-down of certain containerships in the Com¬ 
pany's transportation business. (See Note 10 to the 
Financial Statements.) 

In addition, net earnings in 1980 included the 

favorable effect of higher investment tax credits, 
primarily related to new diesel-powered container- 
ships in the Company's transportation business, and 
the effect of capitalizing certain interest costs, man¬ 
dated for the first time this year by the Financial 
Accounting Standards Board. (See Note 1 to the Fi¬ 
nancial Statements.) The contribution of both fac¬ 
tors to the 1980 gain was approximately 66 cents per 
fully diluted share. When compared to the previous 
year, these favorable factors were offset to some 
extent by a nonrecurring gain of 11 cents per share 
included in 1979 results (see following paragraph). 

Consolidated net sales and revenues in 1979 were 
$8.94 billion, a 33 percent increase over 1978. Earn¬ 
ings from operations in 1979 reached $1.09 billion, 
an increase of $180 million, or 20 percent, over the 
prior year. Net earnings in 1979 increased $109 mil¬ 
lion, or 25 percent, to $551 million, while net earnings 
per fully diluted common share rose 76 cents to 
$5.05. The 1979 net earnings included a nonrecur¬ 
ring gain of 11 cents per fully diluted share related to 
the sale of the Company’s aluminum casting and rol¬ 
ling business in Huntingdon, Tennessee. Net earn¬ 
ings also reflected the favorable effects of the Del 
Monte merger. The incremental contribution of Del 
Monte to fully diluted earnings per share was approx¬ 
imately 11 cents in the eleven months following the 
merger. 

Over the past five years, net sales and revenues 
increased at an annual compound rate of 16 percent, 
earnings from operations increased by 12 percent a 
year and net earnings grew at a rate of 15 percent 
annually. 

The percentage contributions of the Company’s 


various lines of business to net sales and revenues 
and earnings from operations during the last five 
years were as follows: 

Net Sales and Revenues 



1980 

1979 

1978 

1977 

1976 

Domestic tobacco 

34% 

35% 

43% 

42% 

43% 

International tobacco 

20 

21 

23 

21 

21 

Foods and beverages 

22 

22 

4 

4 

4 

Transportation 

13 

13 

16 

15 

16 

Energy 

9 

7 

11 

15 

13 

Packaging products 

2 

2 

3 

3 

3 


100% 

100% 

100% 

100% 

100% 

Earnings from Operations 


1980 

1979 

1978 

1977 

1976 

Domestic tobacco 

60% 

63% 

68% 

71% 

68% 

International tobacco 

13 

13 

13 

12 

8 

Foods and beverages 

7 

11 

2 

3 

3 

Transportation 

5 

5 

13 

10 

15 

Energy 

14 

6 

2 

2 

4 

Packaging products 

1 

2 

2 

2 

2 


100% 

100% 

100% 

100% 

100% 


Consolidated Net Sales And Revenues (Dollars in Millions) 
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Consolidated Earnings From Operations (Dollars in Millions) 

779.6 814.0 906.6 1 , 086.6 1 , 269.4 
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Domestic Tobacco 
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Sales (Dollars in /Millions) 

2 , 550.0 2 , 743,3 2 , 927.0 3 , 164.9 3 , 521.2 


1976 1977 1978 1979 1980 


Earnings From Operations (Dollars in Millions) 

545.3 601.4 646.4 714.4 800.8 



1976 1977 1978 1979 1980 


Domestic Tobacco 

R. J. Reynolds Tobacco Company operations 
include the manufacture and sale of tobacco pro- 





ducts, principally cigarettes, in the United States. 
(Effective January 1, 1980, operational responsibility 
for the company’s Sea-Stores operations was trans¬ 
ferred from the domestic to the international tobacco 
business. Prior years’ results of operations have been 
restated to reflect this change.) 

Domestic tobacco sales were $3.52 billion in 1980, 
a $356 million, or 11 percent, improvement over 
1979. The sales increase was due to higher selling 
prices and an increase in unit volumes, which was 
achieved in spite of the adverse effects on 1980 
volumes of stepped-up customer orders in late 
December 1979 in anticipation of a price increase. 
The unit volume increase reflected the strong per¬ 
formance of virtually all cigarette brands. The com¬ 
pany continued its leadership in the fast-growing low 
“tar” cigarette category during 1980, with unit 
volume in that category showing an 11 percent gain 
over 1979. 

Earnings from operations in 1980 increased $86 
million to $801 million. This increase was principally 
due to the higher selling prices and volume 
improvement noted above, which more than offset 
increased operating costs, and marketing and adver¬ 
tising expenses which were approximately $93 million 
above the prior year level. The higher marketing and 
advertising expenses were largely a result of an 
aggressive program to support the successful reposi¬ 
tioning of the NOW brand family and the introduction 
during the year of NOW 100s, Salem Ultra, Salem 
Ultra 100s and Camel Lights Hard Pack. 

Sales in the domestic tobacco business were $3.16 
billion in 1979, a $238 million, or 8.1 percent, 
increase over 1978. The sales increase was due to 
higher selling prices and a small increase in unit 
volume, due in part to stepped-up buying by whole¬ 
salers in anticipation of a price increase in December. 
Unit volume in the fast-growing low “tar” cigarette 
category showed a 17 percent gain over 1978. 

Earnings from operations in 1979 increased $68 
million, or 11 percent, to $714 million. This gain was 
due largely to the higher selling prices and improved 
unit volume mentioned above. Earnings from opera¬ 
tions in 1979 were also favorably affected by 
improved manufacturing productivity. Compared to a 
year ago, certain costs were up substantially, particu¬ 
larly leaf, transportation, energy, and marketing and 
advertising costs, which were about $70 million above 
the 1978 level. The higher marketing and advertising 
expenses were mainly a result of the introduction 
during the year of several low “tar” brands, including 
Doral II, Camel Lights 100’s, Vantage Ultra Lights and 
Vantage Ultra Lights 100s. . 
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International Tobacco 

R.J. Reynolds Tobacco International, Inc. manufac¬ 
tures and sells tobacco products in markets outside 
the United States. Products are currently manufac¬ 
tured in 24 countries by subsidiaries and licensees 
and are sold in more than 160 markets around the 
world. Sales include exports from the United States 
as well as products manufactured by foreign affiliates. 

International tobacco sales in 1980 were $2.09 bil¬ 
lion, up $219 million, or 12 percent, over 1979. 

Higher unit volume and selling price increases con¬ 
tributed about equally to the sales gain. The strong 
sales momentum of recent years continued in 1980, 
with unit volume and market share gains registered in 
most major markets of the world. Unit volume growth 
for the company as a whole, however, was somewhat 
below that of 1979 because of lower export ship¬ 
ments to the Middle East as a result of the situation in 
Iran. 

Earnings from operations in 1980 rose to $177 mil¬ 
lion, an increase of $28 million, or 19 percent, over 
the prior year. The year-to-year gain was due primarily 
to higher unit volume and favorable pricing which 
more than compensated for inflationary cost 
increases. 

The company’s continued success in the expand¬ 
ing international cigarette market is evident from five- 
year compound growth rates in sales and earnings 
from operations of 16 percent and 32 percent, 
respectively. 

International tobacco sales in 1979 were $1.87 bil¬ 
lion, a 19 percent, or $295 million, increase over 
1978. Approximately one-half of the sales gain was 
due to a 6.9 percent rise in unit volume, with higher 
selling prices, foreign currency rate changes and 
higher foreign excise taxes responsible for the 
remainder. Unit sales were higher in most major 
markets, including Germany, France, Holland, Brazil 
and Duty Free. Earnings from operations were $149 
million in 1979, an increase of 18 percent from $126 
million in 1978. The increase was due principally to 
the unit volume gain noted above, although improved 
operating margins were also a factor in the gain. 


International Tobacco 

Sales (Dollars in Millions) 
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Earnings From Operations (Dollars in Millions) 

64.4 98.9 126.0 149.2 177.2 
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Foods and Beverages 

Sales (Dollars in Millions) 
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Foods and Beverages 

The Del Monte Corporation manufactures and sells 
food and beverage products domestically and inter¬ 
nationally. (During 1980, the operations and product 
lines of RJR Foods, Inc. were combined with those of 
Del Monte Corporation.) Food products are distrib¬ 
uted in about 60 countries and include Del Monte 
brand canned fruits and vegetables and fresh fruits, 
Hawaiian Punch beverages and drink mixes, Chun 
King Oriental-style foods and Patio Mexican-style fro¬ 
zen foods. 

Food and beverage sales in 1980 were $2.27 bil¬ 
lion, a $303 million increase over 1979. The sales 
increase reflected the inclusion of Del Monte for the 
full twelve months of 1980 compared to only eleven 
months in 1979, as well as higher selling prices. 
Worldwide fresh fruit.volume increased, while other 
food and beverage volumes combined were essen¬ 
tially unchanged from 1979 levels. 

Earnings from operations were $94 million, down 
26 percent from last year. The favorable pricing fac¬ 
tors noted above were not sufficient for the company 
to recover higher costs for manufacturing, raw mate¬ 
rials and marketing, particularly in domestic and 
European canned goods markets. Earnings from 
operations in 1980 were reduced by a $9.4 million 
provision for estimated expenses anticipated in con¬ 
nection with a planned consolidation and realignment 
of certain operations, and a $7.4 million charge for 
accrued vacation pay, resulting from the adoption of 
Statement of Financial Accounting Standards Mo. 43. 

Food and beverage sales in 1979 were $1.96 bil¬ 
lion, up from $281 million in 1978. Substantially all of 
the sales increase was due to the February 2, 1979 
Del Monte merger. (See Mote 16 to the Financial 
Statements.) 

Earnings from operations in 1979 rose $109 mil¬ 
lion to $128 million. All of this gain was due to the 
merger previously noted, as earnings from operations 
in RJR Foods lines decreased as a result of higher 
manufacturing and marketing costs which could not 
be fully recovered through price increases. Earnings 
from operations in 1979 included a $10.6 million 
provision made during the fourth quarter for esti¬ 
mated expenses during the initial phases of integrat¬ 
ing the Company’s two foods operations, RJR Foods, 
Inc. and Del Monte Corporation. 
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: Transportation 

Sea-Land Service, Inc. provides containerized 
ocean freight transportation services, and as one of 
the world’s leading container shipping companies, 
utilizes a fleet of specially designed containerships 
which operate through 120 ports in more than 50 
countries and territories. 

Transportation revenues increased 16 percent to 
$1.41 billion in 1980. This increase was principally 
due to higher shipping volumes, which accounted for 
more than one-half of the gain, and rate improve¬ 
ments along some trade routes. Overall cargo 
volumes in 1980 were favorably affected by gains 
associated with independent rate actions the com¬ 
pany has taken in the eastbound transpacific trade 
since resigning from 12 shipping conferences late in 
the first quarter of 1980 and additional capacity pro¬ 
vided by 12 new diesel-powered containerships, all of 
which were placed in service during the year. 

Earnings from operations rose 13 percent to $66 
million in 1980. The higher earnings reflected the 
increased volumes, rate improvements, and 
improved productivity and cost controls. These fac¬ 
tors were sufficient to offset increased operating 
costs, a large portion of which was due to vessel and 
terminal operating expenses. 

During the fourth quarter of 1980, the company 
wrote down the carrying cost of its SL-7 container- 
ships and related equipment to estimated realizable 
value. The write-down is not included in 1980 earn¬ 
ings from operations, but has been reported separ¬ 
ately as a “nonrecurring loss." (See Mote 10 to the 
Financial Statements.) 

Transportation revenues were $1.22 billion in 1979, 
an 11 percent improvement over the prior year. The 
revenue increase was attributable to higher shipping 
volumes and rate increases, which were implemented 
to offset higher operating costs, especially fuel. Earn¬ 
ings from operations during 1979, however, declined 
to $58 million from $119 million in 1978. Earnings 
declined because freight rates continued soft overall, 
and the company was not able to offset increases in 
normal vessel and terminal operating expenses. 


Transportation 
Revenues (Dollars in Millions) 
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1976 1977 1978 1979 1980 
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Energy 

Aminoil USA, Inc. is primarily engaged in the 
exploration for and development, production and sale 
of crude oil and natural gas. 

At year-end 1980, the company’s principal domes¬ 
tic producing properties were located onshore and 
offshore California, Louisiana and Texas. The com¬ 
pany is also active in the major producing basins in 
the mid-continent and produces geothermal steam 
for electric power generation in California. In late 


Energy 

Sales (Dollars in Millions) 
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Warnings From Operations (Dollars in Millions) 

36.2 14.6 17.2 65.5 


1976 


1977 


1978 


182.9 



1979 


1980 


December 1979, the company acquired the remain¬ 
ing 49 percent minority interest in Signal Petroleum, 
a Louisiana oil and gas producing concern. (See 
Mote 16 to the Financial Statements.) Aminoil also 
has foreign operating interests in Argentina and the 
Dutch Morth Sea. 

Energy sales were $985 million in 1980, an 
improvement of 57 percent when compared to 1979. 
The improvement was due primarily to higher prices 
for crude oil, natural gas and natural gas liquids, 
which were associated with more favorable domestic 
energy regulations, as well as increased volumes of 
natural gas liquids and higher domestic natural gas 
and crude oil production. 


Earnings from operations rose to $183 million in 
1980, up sharply from $66 million in the previous 
year. The increase was due to the pricing gains and 
increased production noted above, which more than 
offset increased operating expenses and higher 
charges against earnings for exploration costs and for 
• depreciation, depletion and amortization. In the fourth 
quarter of 1980, the company adopted the last-in, 
first-out (LIFO) method of valuing certain natural gas 
product inventories which were previously valued 
using the average cost method. The change, which 
was made to more closely match current costs with 
current revenues, had the effect of decreasing earn¬ 
ings from operations in 1980 by $3.9 million. Addi¬ 
tionally, the company’s operations in 1980 were 
impacted by the “Windfall Profits” tax, which took 
effect March 1 and amounted to $34 million. The 
anticipated favorable impact of the accelerated 
decontrol of domestic crude oil prices is expected to 
be largely offset by increased “Windfall Profits” tax. 

The company’s 1979 operating results did not 
include production from its operating interest as a 
member of the crude oil consortium in Iran, where oil 
supply agreements were unilaterally abrogated by the 
government of Iran during the latter part of 1978. 
Compared to 1978, sales in the energy business were 
down $76 million, or 11 percent, to $628 million. The 
decrease was primarily due to the complete loss of 
production in Iran and the sale on January 1, 1979 of 
a heating oil distribution business. (The 1978 results 
included sales of $237 million attributable to these 
operations.) 

Earnings from operations in 1979 were up $48 mil¬ 
lion, to $66 million, when compared to the prior year. 
The gain was due to continued natural gas produc¬ 
tion increases, higher oil and gas prices associated 
with new domestic energy regulations and internal 
profit improvement programs. During the fourth 
quarter of 1979, the company adopted the LIFO 
method of valuing certain product inventories which 
were previously valued using the first-in, first-out 
(FIFO) method. The change, which was made to 
more closely match current costs with current 
revenues, had the effect of decreasing earnings from 
operations by $3.8 million in 1979. 

Sales of $703 million in this business for 1978 
were down $276 million, or 28 percent, compared to 

1977. This decrease was principally due to the 1977 
nationalization of the company’s oil business in 
Kuwait and in the Divided Zone between Kuwait and 
Saudi Arabia. Sales were also negatively affected by 
events in Iran, where political unrest caused produc¬ 
tion to be interrupted frequently in the fourth quarter. 

Earnings from operations rose to $17 million in 

1978, an 18 percent increase from the prior year. 

This increase was due to domestic oil and natural gas 
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price increases, higher production volumes of 
domestic natural gas, settlement of an oil pricing dis¬ 
pute with the Argentine government covering the 
period from October 1976 to May 1978 and lower 
charges against earnings for exploration costs. These, 
factors more than offset the loss of Kuwait earnings, 
decreased production volumes of domestic crude oil 
and increased operating expenses. 

Total sales in the energy business in 1977 were 
$979 million, up $237 million, or 32 percent, from 
$742 million in 1976. The 1977 sales included the 
first full-year results of the Burmah Oil properties 
acquired on June 30, 1976. This difference 
accounted for substantially all of the 1977 sales 
increase and was more than sufficient to offset the 
sales loss resulting from the nationalization of the 
Kuwait operations noted above. Earnings from opera¬ 
tions in 1977 were $15 million, a decrease of 60 per¬ 
cent from 1976. The decline resulted mainly from 
increased provisions for higher royalty and tax 
assessments relating to the Kuwait operations prior to 
the nationalization. 

Packaging Products 

RJR Archer, Inc., the Company’s packaging prod¬ 
ucts subsidiary, is principally engaged in the manu¬ 
facture and marketing of printed and unprinted pack¬ 
aging materials for consumer goods and industrial 
applications. Approximately one-half of Archer s sales 
consists of packaging materials sold to the Com¬ 
pany's tobacco businesses. 

Sales of packaging products in 1980 were $205 
million, up $20 million, or 11 percent, from 1979. 

The increase was primarily attributable to higher sel¬ 
ling prices along with improved volumes in some 
operations. Earnings from operations in 1980 
declined to $11 million, down from $15 million in 
the previous year. The favorable effects of the higher 
selling prices and improved volumes were not suffi¬ 
cient to compensate for higher operating expenses, 
principally inflationary increases in raw materials and 
production costs. 

On January 2, 1979, the company sold its alumi¬ 
num casting and rolling business in Huntingdon, 
Tennessee. The gain realized on the sale of this oper¬ 
ation was not included in 1979 earnings from opera¬ 
tions, but was reported separately as a “nonrecurring 
gain.” Sales of the Huntingdon operations were $33 
million in 1978 and earnings from operations were 
$1.5 million. 

RJR Archer sales in 1979 were $185 million, a 
decrease of $11 million, or 5.4 percent, from 1978. 
The sales decline was attributable to the volume loss 
resulting from the sale of the Huntingdon operations 
discussed above. Higher selling prices, along with 
improved volumes in most continuing operations, 
were not sufficient to compensate for the volume loss 


of the operation sold. Earnings from operations for 
1979 were $15 million, down $3.3 million, or 18 
percent, from the previous year. The higher selling 
prices were not sufficient to offset increased raw 
materials and production costs. This factor, along 
with the loss of operating earnings from the sale of 
the operation previously noted, was primarily respon¬ 
sible for the decline. 


Packaging Products 
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Interest and Debt Expense 

Interest and debt expense in 1980 was $127 mil¬ 
lion, compared to $126 million in the prior year. The 
interest cost incurred in 1980 of $163 million was 
reduced by the capitalization of $36 million of interest 
cost related to certain long-term construction pro¬ 
jects. This capitalization was required for the first time 
this year by the provisions of Statement of Financial 
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Accounting Standards Mo. 34. (See Mote 1 to the Fi¬ 
nancial Statements.) 

The weighted average annual short-term interest 
rate (aggregate short-term interest expense as a per¬ 
centage of the daily average balance of interest- 
bearing short-term debt) was 14.2 percent in 1980 
compared to 14.4 percent in 1979. 

Interest and debt expense in 1979 was $126 mil¬ 
lion, a $54 million increase over 1978. This increase 
was principally attributable to the 1979 Del Monte 
merger and higher short-term interest rates. 

Interest and debt expense for the years 1978, 1977 
and 1976 was $71 million, $84 million and $70 mil¬ 
lion, respectively. The decrease in 1978 when com¬ 
pared to 1977 was principally due to lower levels of 
average short-term borrowings and the repurchase in 
September 1977 of a production payment previously 
sold to a group of banks in 1976 as part of the 
financing of the acquisition of the former Burmah Oil 
properties on June 30, 1976. The increase in 1977 
compared to 1976 resulted primarily from the inter¬ 
est on the debt incurred to finance that acquisition. 

Provision for Income Taxes 
The provision for income taxes, as a percentage of 
earnings before taxes, was 41.2 percent in 1980 
compared to 45.8 percent in 1979. The relatively low 
effective tax rate in 1980 was due largely to higher 
investment tax credits (see Mote 9 to the Financial 
Statements), which resulted primarily from expendi¬ 
tures associated with new containerships. 

The effective tax rate in 1979 was 45.8 percent 
compared to 48.3 percent in 1978. The lower effec¬ 
tive tax rate in 1979 resulted primarily from a reduc¬ 
tion of the statutory G.S. federal corporate income tax 
rate from 48 percent to 46 percent and the inclusion 
of Del Monte’s foreign earnings, which are taxed at 

rates lower than the G.S. federal corporate income tax 
rate. 

The Company s effective tax rate was 46.4 percent 
in 1977 and 48.8 percent in 1976. The low 1977 rate, 
when compared to 1976, resulted from the recogni¬ 
tion in the 1977 fourth quarter of a $55 million non¬ 
recurring gain related to the Company s nationalized 
oil business in Kuwait that had no tax effect. 

Inflation 

Double-digit inflation in 1980 again eroded the 
purchasing power of the dollar. Inflation adjusted data 
is presented on pages 53 through 58 of this report 
using the two experimental methods (current cost 
and constant dollar) required by Statement of Fi¬ 
nancial Accounting Standards Mo. 33. Both methods 
are still in a developmental stage and neither 
approach should be considered to reflect a precise 
indication of the effect of inflation on the Company. 
Current cost net income for 1980 was $474.6 million 


and is lower than historical cost principally because 
of increased depreciation, depletion and amortization 
charges associated with the current cost increase in 
property, plant and equipment. Constant dollar net 
income for 1980 was $153.4 million, substantially 
less than the $670.4 million as reported on an histori¬ 
cal cost basis. The decrease in constant dollar net 
income was principally due to a write-down of the 
Company’s SL-7 containerships based on historical 
costs that have been adjusted upward by the Con¬ 
sumer Price Index (CPI-G). While this was calculated 
in line with Statement Mo. 33 requirements, the 
CPI-G, in management’s opinion, overstates the cost 
when applied to these specific assets. The 1980 
effective tax rate determined on a current cost and 
constant dollar basis, was 49.7 percent and 75.3 per¬ 
cent, respectively, compared to an effective tax rate of 
41.2 percent on an historical cost basis. The net 
result of current tax policies is to increase the tax 
burden as inflation increases, consuming dollars 
which otherwise would be available to replace and 
maintain productive capacity and to pay dividends. 

Quarterly Results of Operations 

The following is a summary of the unaudited quar¬ 
terly results of operations for the years ended 
December 31,1980 and 1979: 


__ First_Second_Third Fourth 

1980(1) 

Net sales and 

revenues. $2,411.1 $2,543.5 $2,583.2 $2,816.3 

Earnings from 

operations. 336.3 301.2 322.5 309.4 

Net earnings. 183.8 163.6 186.1 136.9 

Net earnings per 

common share: 

Primary. 1.73 1.53 1.73 1.24 

Fully diluted .., 1.69 1.50 1.70 1.23 

1979(2) 

Net sales and 

revenues. $ 1,970.0 $ 2,248.4 $ 2,228.8 $ 2,488.0 

Earnings from 

operations. 233.6 267.3 284.8 300.9 

Net earnings. 131.4 136.9 147.6 135.0 

Net earnings per 

common share: 

Primary. 1.29 1.30 1.38 1.26 

Fully diluted ... 1.23 1.25 1.35 1.22 


(1) Effective January 1, 1980, the Company began capitalizing cer¬ 
tain interest costs. (See Note 1 to the Financial Statements.) 
Included in net earnings in the fourth quarter of 1980 is a nonre¬ 
curring loss of $13.3 million, or 13 cents per share. (See Note 10 
to the Financial Statements.) 

(2) The 1979 results of operations include the operations of Del 
Monte Corporation since February 2, 1979. (See Note 16 to the 
Financial Statements.) Included in net earnings in the first quarter 
of 1979 is a nonrecurring gain of $9.4 million (9 cents per share). 
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R.J.Reynolds Industries, Inc. 

Selected Five-Year Financial Condition Data 

For the Years Ended December 31 


(Dollars in Millions Except Per Share Amounts) 

1980 

1979 

1978 

1977 

1976 

Cash flow from operations. 

$ 1 , 171.0 

$ 976.8 

$ 759.1 

$ 722.1 

$ 552.3 

Total current assets. 

$ 3 , 641.5 

$3,201.2 

$2,140.9 

$2,020.5 

$2,009.0 

Total current liabilities. 

1 , 809.8 

1,484.6 

802.5 

840.9 

980.3 

Working capital. 

$ 1 , 831.7 

$1,716.6 

$1,338.4 

$1,179.6 

$1,028.7 

Current ratio. 

2.0 

2.2 

2.7 

2.4 

2.0 

Total assets. 

$ 7 , 355.3 

$6,421.9 

$4,615.5 

$4,334.0 

$4,289.6 

Return on average total assets (l). 

10 . 7 % 

11,156 

10.7% 

10.8% 

10.2% 

Long-term debt (including current 
maturities). 

$ 1 , 169.1 

$1,075.9 

$ 805.2 

$ 842.7 

$ 974.8 

Redeemable preferred stock (Series A 
Cumulative Preferred Stock). 

342.1 

342.1 

— 

— 

— 

$2.25 Convertible Preferred Stock. 

3.8 

13.6 

28.4 

31.5 

44.6 

Common stockholders’ equity. 

3 , 445.4 

2,997.8 

2,629.5 

2,360.2 

2,066.3 

Total capital. 

$ 4 , 960.4 

$4,429.4 

$3,463.1 

$3,234.4 

$3,085.7 

Return on average total capital (2). 

15 . 6 % 

15.6% 

14.3% 

14.7% 

14.2% 

Total long-term debt as a percentage of 
total capital (3). 

23 . 6 % 

24.3% 

23.3% 

26.1% 

31.6% 

Return on average common 

stockholders' equity. 

19 . 9 % 

18.5% 

17.5% 

18.8% 

17.5% 

Capital expenditures. 

$ 897.9 

$ 684.3 

$ 383.4 

$ 284.6 

$ 221.7 

Book value per common share. 

$ 33.10 

$ 29.60 

$ 27.06 

$ 24.48 

$ 22.27 

(1 ) Net earnings plus after-tax interest and debt expense divided by average total assets. 

(2) Net earnings plus after-tax interest and debt expense divided by average total capital. (Total capital is the sum of total long-term debt, preferred 

stocks and common stockholders equity.) 

(3) At December 31,1980 and 1979, the sum of total long-term debt and the Series A Cumulative Preferred Stock as a percentage of total capital 

was 30.5 percent and 32.0 percent, respectively. 







Financial Condition 

Cash Flow from Operations 

Cash flow provided by operations was $1.17 billion 
in 1980 compared to $977 million in 1979, and $759 
million in 1978. Most of the 1980 improvement over 
1979 was due to higher net earnings and increased 
expenses not requiring an outlay of working capital, 
principally depreciation, depletion and amortization 
charges due in large part to increased production in 
the Company’s energy business and new vessels in 
the transportation business. The increase in 1979 
compared to 1978 resulted primarily from the Del 
Monte merger on February 2, 1979. 

Over the past five years, cash flow provided by 


operations totaled $4.2 billion. The domestic tobacco 
business has provided nearly half of this five-year 
total, although significant contributions have 
been made during this period by the Company’s 
energy business ($856 million) and transportation 
business ($838 million). Cash flow provided by opera¬ 
tions has exceeded the sum of capital expenditures 
and cash dividends paid during the last five years 
(see following chart), leaving approximately $730 mil¬ 
lion of internally generated funds available for other 
Company purposes. This performance was achieved 
in spite of heavy capital investment in recent years in 
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the Company’s capital intensive transportation and 
energy businesses. 

Because management considers cash flow pro¬ 
vided by operations to be an important measure of 
the financial strength of the Company, the lines of 
business data starting on page 50 of this report 
include information on cash flow from operations for 
each of the Company’s businesses. 

Cash Flow From Operations, Capital Expenditures 

And Dividends Paid (Dollars in Millions) 

■ Cash Flow From Operations 

SI Capital Expenditures 
Cash Dividends Paid 



1976 1977 1978 1979 1980 


Working Capital and Liquidity 

At December 31, 1980, the Company’s working 
capital was $1.8 billion, up $115 million, or 6.7 per¬ 
cent, over the 1979 amount. The increase was com¬ 
prised mainly of a $193 million increase in inventories 
(which are generally in line with normal demands), 
and a $205 million increase in accounts and notes 
receivable. These items were offset in part by a $119 
million increase in notes payable and a $185 million 
increase in accounts payable and accrued accounts. 

During 1980, the Company’s major sources of 
working capital were derived from a higher level of 
funds generated by operations including increased 
non-cash expenses (largely depreciation, depletion 
and amortization) and short-term financial resources. 
The Company relies on commercial paper, backed 
by bank credit facilities, to fund seasonal working 
capital requirements. The Company’s commercial 
paper carries A-l/P-1 ratings, which are the highest 
ratings available. Working capital was used principally 
for capital spending commitments, paying cash divi¬ 
dends, and meeting short-term debt requirements. 

The Company’s favorable liquidity position at 1980 
year-end is further illustrated by the fact that almost 
one-half of total assets are current, a major portion of 
which are carried at values substantially less than cur¬ 
rent market, or replacement value, under the Com¬ 
pany’s LIFO method of valuing inventories. (See Mote 
4 to the Financial Statements.) 

The substantial increase in working capital at 
December 31,1979, when compared to the prior 


year, was primarily due to the merger of Del Monte 
Corporation on February 2, 1979. (See Mote 16 to 
the Financial Statements.) 

For an analysis of changes in working capital for 
the past three years, see the Consolidated Statements 
of Changes in Financial Position on page 38 of this 
report. 

Capital Employed 

Long-term debt (including current maturities) at 
year-end totaled $1.2 billion, a $93 million increase 
over 1979. This increase was due principally to the 
issuance in June 1980 of $150 million of 10.45% 
Motes. The proceeds from the new debt were added 
to the general funds of the Company and used to 
reduce short-term indebtedness incurred for working 
capital and capital expenditures. All of the Company’s 
publicly issued long-term debt carries AA/Aa ratings. 
(See Mote 8 to the Financial Statements.) 

Short-term debt at year-end was $514 million, $119 
million more than the 1979 year-end amount. The 
increase principally reflects higher borrowings to fund 
the higher level of capital expenditures in 1980 and 
for working capital. 

During 1980, the Company continued to maintain 
revolving credit agreements with various banks. The 
credit available through these agreements ensures 
the availability of significant financial resources allow¬ 
ing operational flexibility. (See Motes 6 and 8 to the 
Financial Statements.) 

At year-end 1979, long-term debt (including cur¬ 
rent maturities) was $1.1 billion, an increase of $271 
million over the prior year. The increase was princi¬ 
pally attributable to the Del Monte merger. Short-term 
debt was $395 million at 1979 year-end, an increase 
of $321 million over the prior year. The increase 
primarily reflects higher seasonal borrowings related 
to Del Monte Corporation and the higher level of cap¬ 
ital expenditures in 1979. 

In February 1979, the Series A Cumulative Pre¬ 
ferred Stock, which is redeemable over a seven-year 
period beginning in 1985, having a total value of 
$342 million, was issued in connection with the Del 
Monte merger. (See Motes 12 and 16 to the Financial 
Statements.) 

At December 31, 1980 and 1979, total long-term 
debt as a percentage of total capital (the sum of total 
long-term debt, preferred stocks and common stock¬ 
holders' equity) was 24 percent, and has averaged 26 
percent for the last five years. (At December 31,1980 
and 1979, the sum of total long-term debt and the 
Series A Cumulative Preferred Stock, as a per¬ 
centage of total capital was 31 percent and 32 per¬ 
cent, respectively.) The Company believes that new 
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debt could be incurred to finance business expansion 
without impairing present credit ratings. 

For the year ended December 31, 1980, the Com¬ 
pany received $20 million from the conversion of 
927,030 shares of the $2.25 Convertible Preferred 
Stock into 2,781,090 shares of Common Stock. 

These proceeds were added to the Company’s gen¬ 
eral funds. 

Capital Expenditures 

Capital expenditures in 1980 were $898 million 
compared to $684 million in 1979 and $383 million 
in 1978. Beginning in 1980, the Company capitalized 
interest expenditures as part of the cost of certain 
long-term construction projects. (See Note 1 to the 
Financial Statements.) 

The higher expenditures in 1980 and 1979 were 
primarily for the construction of new containerships 
in the Company’s transportation business, and 
increased spending for exploration and development 
in the energy business. 

In the domestic and international tobacco busi¬ 
nesses, capital expenditures during 1980 were $121 
million. More than two-thirds of this amount was 
spent in the domestic tobacco business, principally 
for replacement of manufacturing equipment and to¬ 
bacco processing facilities. Expenditures in 1980 
included costs incurred toward the construction of a 
new central distribution center and expansion of 
research and development facilities. During 1980, the 
company announced its plans for a 10-year facilities 
construction and modernization program in the 
Winston-Salem, North Carolina area, expected to cost 
in excess of $1 billion. 

Capital expenditures in the foods and beverages 
business amounted to $86 million in 1980, principally 
for modernization of food processing operations. 

Transportation capital expenditures in 1980 were 
$381 million. Substantially all of this amount was 
spent for vessels, containers and other marine 
equipment, the final phase of the company’s major 
modernization program announced in 1978. In 
October 1980, the company christened the last of its 
12 new diesel-powered containerships constructed 
under this program, all of which are currently in ser¬ 
vice. Total expenditures for this program in 1980 
were $278 million. 

Total capital spending in the Company’s energy 
business includes both capital expenditures and the 
portion of exploration costs charged to earnings as 
incurred. Exploration and development spending in 
the energy business was $331 million in 1980. Of this 
amount, approximately $53 million represented eval¬ 
uation and exploration costs which were charged 
against earnings during the year. Substantially all of 
the energy expenditures related to exploration for and 
development of domestic energy sources. 


During 1980, $10 million was invested in the pack¬ 
aging products business primarily for plant and 
equipment additions to support the flexible packag¬ 
ing business. 

During the past five years, capital expenditures 
have totaled nearly $2.5 billion. Over the next three 
years, capital expenditures (including capitalized 
interest costs) are projected to total approximately 
$2.7 billion. Of this amount, about $1.35 billion is 
estimated to be invested in the energy business, $600 
million in the domestic and international tobacco 
businesses, $400 million in the foods and beverages 
business, $250 million in the transportation business 
and about $100 million in other operations. 

At December 31, 1980, the Company had capital 
spending commitments amounting to approximately 
$162 million, due in large part to commitments in the 
domestic tobacco business for replacement of manu¬ 
facturing equipment and the construction and 
modernization of facilities, and in the transportation 


Total Capital And Return On Average Total Capital (Dollars in Billions) 

H Common Stockholders' Equity 
Preferred Stocks 

■ Long-term Debt Including Current Maturities 

14 . 2 % 14 . 7 % 14 . 3 % 15 . 6 % 15 . 6 % 

$ 6.0 

5.0 

4.0 

3.0 

2.0 

1.0 

0 

Capital Expenditures And Depreciation (Dollars in Millions) 

Depreciation. Depletion And Amortization 

■ Capital Expenditures 



175.2 221.7 223.2 284.6 226.0 383.4 312.2 684.3 363.2 897.9 

_ SlOOO 
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business for containers and rolling stock. The Com¬ 
pany expects to satisfy such commitments with the 
use of funds generated from internal sources sup¬ 
plemented by borrowings from outside sources if 
required. 


Net Earnings Per Fully Diluted Common 
Share And Dividends Per Common Share (Dollars) 

Dividends Per Common Share 
H Met Earnings Per Fully Diluted Common Share 


6 

5 

4 

3 

2 

1 



1.565 3.44 1.6675 4.10 1.7875 4.29 1.95 5.05 2.175 6.12 


1976 1977 1978 


1979 1980 


Dividends and Stock Prices 


In the fourth quarter of 1980, the Company 
increased the quarterly dividend on Common Stock 
from 52*/2 cents to 60 cents per share. The dividend 
payment per common share has increased each year 
for the past 27 years except for 1971, when the 
Company was prevented from making dividend 
increases because of federal economic guidelines. 
Dividends have been paid for 81 consecutive years. 
During 1980, dividends declared on the common 
and preferred stocks totaled a record $254.5 million. 

Since the issuance of the $2.25 Convertible Pre¬ 
ferred Stock in May 1969 and the Series A Cumula¬ 
tive Preferred Stock in February 1979, the Company 
has paid the regular quarterly dividend at the rate of 
5614 cents and $1,025 per share, respectively. The 
payment of dividends is subject to the restrictions 
described in Note 8 to the Financial Statements. 

The Company’s common and preferred stocks are 
traded on the New York Stock Exchange (trading 
symbol: RJR). The approximate number of share¬ 
holders of record at December 31, 1980 was: Com¬ 
mon Stock -106,757; $2.25 Convertible Preferred 
Stock - 1,971; Series A Cumulative Preferred 
Stock - 5,413. 

The following table sets forth the dividends paid 
per share of Common Stock and the high and low 
sales prices of the Common Stock, the $2.25 Con¬ 
vertible Preferred Stock and the Series A Cumulative 
Preferred Stock during the last two years: 


Common Stock 


$2.25 

Convertible 

Preferred 

Stock 


Series A 
Cumulative 
Preferred 
Stock 


Market Price Market Price Market Price 


Quarters 

Dividends 

(High-Low) 

(High-Low) 

(High-Low) 

1980 






First 

$ .52'/ 2 

36% - 27 

85 

- 66 

47 -36% 

Second 

.52% 

39% - 28% 

95 

- 66 

48 -36% 

Third 

.52% 

42%-36% 

103 

- 89 

47% - 43 

Fourth 

.60 

47% - 38% 

116 

- 94 

44% - 41 

Year 

$2.17 % 

47%-27 

116 

- 66 

48 -36% 

1979 






First 

$ .47% 

29% - 2714 

66% 

- 60 

49% - 47% 

Second 

.47% 

29% - 27% 

66 

- 61% 

50% - 49% 

Third 

AIV 2 

32% - 2814 

75 

- 63 

50% - 48% 

Fourth 

.52% 

36 - 30% 

83 

- 70% 

49% - 46 

Year 

$ 1.95 

36 - 2714 

83 

- 60 

50% - 46 
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R.J.Reynolds Industries, Inc. 

Consolidated 
Financial Statements 

Statements of Earnings and Earnings Retained and 
Statements of Changes in Financial Position for the 
Years Ended December 31, 1980, 1979 and 1978 
and Balance Sheets as of December 31, 1980 and 
1979. 

The Summary of Significant Accounting Policies 
below, the Motes to Consolidated Financial State¬ 
ments on pages 40 through 48, the Lines of Business 
and Geographic Data for 1980, 1979 and 1978 on 
pages 50 through 52, the Inflation Accounting Data 
on pages 53 through 58, and the Oil and Gas Data 
on pages 59 through 63 are integral parts of the 
accompanying financial statements. 


Summary of Significant 
Accounting Policies 

This summary of significant accounting policies is 
presented to assist in understanding the Company s 
financial statements included in this report. These 
policies conform to generally accepted accounting 
principles and have been consistently followed by the 
Company in all material respects. 

Consolidation 

The Company includes in its consolidated financial 
statements the accounts of the parent and all 
subsidiaries. 

Inventories 

In all of the Company’s businesses, inventories are 
stated at the lower of cost or market; however, var¬ 
ious methods are used for determining cost as des¬ 
cribed below. 

In the domestic tobacco and packaging products 
businesses, the cost of inventories, including supplies 
and manufactured products, is determined principally 
by the LIFO method. Inventory costs in the interna¬ 
tional tobacco business are determined under various 
methods, principally LIFO and average cost. In 
accordance with recognized trade practice, stocks 


of tobacco which must be stored and cured for more 
than one year are classified as current assets. 

In the foods and beverages business, the LIFO 
method is used for tin plate inventories and the major 
portion of domestic canned foods and dried fruit. The 
cost of most remaining inventories is determined 
using the FIFO and weighted average methods. 

The cost of materials and supplies used in the 
transportation business is determined by the FIFO 
method. 

During 1980 and 1979, the energy business 
adopted the LIFO method for determining the cost of 
certain product inventories. These changes did not 
have a material effect on the Company’s consolidated 
financial statements. The cost of the remaining inven¬ 
tories is determined by the FIFO and average cost 
methods. 

Exploration and Development Costs 

The Company follows the “successful efforts” 
method of accounting for exploration and develop¬ 
ment costs incurred in oil and gas producing 
activities. 
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Depreciation, Depletion and Amortization 

Except as noted below, properties and equipment 
in all businesses are depreciated using the straight- 
line method. Those assets acquired prior to January 
1, 1977 which are used in certain of the Company’s 
domestic manufacturing businesses are depreciated 
using principally accelerated methods. The straight- 
line method of depreciation was adopted for assets 
acquired by these businesses after 1976 to conform 
with the depreciation method previously applied to 
the majority of the Company’s assets and with gen¬ 
eral industry practice. 

Depreciation, depletion and amortization of capital¬ 
ized costs in the energy business are generally amor¬ 
tized on the unit-of-production method based on an 
estimate of the related proved reserves. 

Intangible Assets 

The excess of cost over net assets of businesses 
acquired subsequent to October 31, 1970 is being 
amortized over periods not exceeding 40 years. Gen¬ 
erally, amounts recorded prior to that date are not 


being amortized, but are adjusted through charges 
against earnings if the Company believes permanent 
impairment of the value of these assets has occurred. 

Trademarks and other intangible assets are gener¬ 
ally being amortized on a straight-line basis over a 40- 
year period. 

Sales and Revenues 

Sales of products, which include certain excise 
taxes (see Note 2), are recognized in income as cus¬ 
tomer shipments are made. Transportation revenues 
and related vessel voyage expenses are generally 
recognized at the commencement of a voyage. 

Other Income and Expense 

The Company includes in “Other income 
(expense), net” items of a financial nature, principally 
interest income. 

Income Taxes 

The Company uses the flow-through method in 
accounting for investment tax credits, whereby the 
provision for income taxes is reduced in the year the 
tax credits first become available, rather than defer¬ 
ring the credit over the life of the related asset. 

Earnings Per Share 

Primary earnings per share are determined by divi¬ 
ding net earnings applicable to Common Stock by 
the average number of common shares and equiva¬ 
lent common shares outstanding. 

Fully diluted earnings per share are calculated 
assuming that all shares of the $2.25 Convertible Pre¬ 
ferred Stock outstanding during the year were con¬ 
verted into Common Stock at the beginning of the 
year and the conversion proceeds used to purchase 
treasury common shares at the higher of the average 
daily price or year-end closing price of the Common 
Stock. The preferred dividends paid on the Series A 
Cumulative Preferred Stock (see Note 12) are 
deducted from net earnings to determine net earn¬ 
ings applicable to Common Stock on a fully diluted 
basis. 
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R.J.Reynolds Industries, Inc. 

Consolidated Statements of Earnings and Earnings Retained 

For the Years Ended December 31 


(Dollars in Millions Except Per Share Amounts) , 

1980 

1979 

1978 

Net sales and revenues (Note 2): 

Net sales. 

Operating revenues. 

$ 8,940.4 
1,413.7 

$7,714.8 

1,220.4 

$5,605.5 

1,103.7 


10,354.1 

8,935.2 

6,709.2 

Costs and expenses: 

Cost of products sold. 

Operating expenses . 

Selling, advertising, administrative and general expenses . 

6.320.8 
1,146.1 

1.617.8 

5,505.5 

985.0 

1,358.1 

3,995.7 

820.5 

986.4 

Earnings from operations . 

Interest and debt expense (Note 1). 

Other income (expense), net. 

1,269.4 

(127.3) 

22.2 

1,086.6 
(125.8) 
24.1 

906.6 

(71.4) 

23.0 


1,164.3 

984.9 

858.2 

Foreign currency gains (losses). 

Nonrecurring gain (loss) (Note 10). 

(25.1) 

10.2 

22.1 

(3.9) 

Earnings before provision for income taxes . 

Provision for income taxes (Note 9). 

1,139.2 

468.8 

1,017.2 

466.3 

854.3 

412.4 

Net earnings. 

Less preferred dividends. 

670.4 

30.6 

550.9 

30.7 

441.9 

6.4 

Net earnings applicable to Common Stock . 

Earnings retained at beginning of year. 

Cash dividends on Common Stock. 

639.8 
2,562.8 

223.9 

520.2 

2,236.6 

194.0 

435.5 

1,974.0 

172.9 

Earnings retained at end of year. 

$ 2,978.7 

$2,562.8 

$2,236.6 

Net earnings per common share: 

Primary . 

$ 6.23 

$ 5.23 

$ 4.51 

Fully diluted. 

6.12 

5.05 

4.29 

Average number of common shares 
outstanding (in thousands): 

Primary . 

102,709 

99,521 

96,629 

Fully diluted. 

104,735 

103,947 

103,055 
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R.J.Reynolds Industries, Inc. 

Consolidated Statements of Changes in Financial Position 

For the Years Ended December 31 


(Dollars in Millions) 

1980 

1979 

1978 

Working capital was provided by: 




Operations: 




Net earnings. 

$ 670.4 

$ 550.9 

$441.9 

Depreciation, depletion and amortization. 

363.2 

312.2 

226.0 

Deferred income taxes. 

83.5 

72.0 

58.6 

Other. 

53.9 

41.7 

32.6 

Total from operations. 

1 , 171.0 

976.8 

759.1 

Proceeds from long-term debt. 

198.2 

165.6 

43.5 

Proceeds from issuance of Company’s stocks (Notes 12 and 13) .... 

31.6 

388.8 

9.5 

Other (principally disposals of property, plant and equipment). 

34.4 

70.6 

28.2 


1 , 435.2 

1,601.8 

840.3 

Working capital was used for: 




Net increase in long-term assets from 




acquisition of Del Monte Corporation (Note 16). 

— 

167.7 


Capital expenditures. 

897.9 

684.3 

383.4 

Cash dividends. 

254.5 

224.7 

179.3 

Long-term debt becoming currently payable. 

138.5 

114.9 

79.8 

Retirement of $2.25 Convertible Preferred Stock 




upon conversion (Note 13) . 

9.8 

14.8 

3.1 

Other. 

19.4 

17.2 

35.9 


1 , 320.1 

1,223.6 

681.5 

Increase in working capital . 

$ 115.1 

$ 378.2 

$ 158.8 

Analysis of change in working capital: 




Increase (decrease) in current assets: 




Cash and short-term investments .... 

$ 23.5 

$ 50.5 

$ 20.1 

Accounts and notes receivable . . 

204.5 

232.5 

42.9 

Inventories . 

192.9 

757.8 

67.3 

Prepaid expenses. 

19.4 

19.5 

(9.9) 

Decrease (increase) in current liabilities: 




Notes payable. 

( 119 . 0 ) 

(321.0) 

100.4 

Accounts payable and accrued accounts 

( 185 . 3 ) 

(324.7) 

(3.9) 

Current maturities of long-term debt 

( 36 . 2 ) 

(21.8) 

9.3 

Income taxes accrued. 

15.3 

(14.6) 

(67.4) 

Increase in working capital. 

$ 115.1 

$ 378.2 

$158.8 
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R.J.Reynolds Industries, Inc. 

Consolidated Balance Sheets 

December 31 

(Dollars in Millions) _,___1980_ \ 979 

ASSETS 
Current assets: 

Cash and short-term investments (Note 3). $ 188.3 $ 164.8 

Accounts and notes receivable 

(less allowances of $40.2 and $27.4, respectively). 1,019.6 815.1 

Inventories (Note 4). 2,371.8 2,178.9 

Prepaid expenses. 61.8 _ 42.4 

Total current assets. 3,641.5_3,201.2 

Property, plant and equipment — at cost (Notes 5 and 14). 4,901.2 4,111.3 

Less allowances for depreci ation, depletion and amortization. 1,636.5 _ 1,327.3 

Net property, plant and equipment. 3,264.7_2,784.0 

Cost in excess of net assets of businesses acquired. 160*3_162.0 

Other assets and deferred charges. 288.8_274.7 

$7,355.3 $6,421.9 


LIABILITIES AND STOCKHOLDERS’ EQUITY 


Notes payable (Note 6) . 

Accounts payable and accrued accounts (Note 7) . 

Current maturities of long-term debt (Note 8) . 

Income taxes accrued . 

. $ 514.3 

. 1,068.3 

. 123.2 

. 104.0 

$ 395.3 
883.0 
87.0 
119.3 

Total current liabilities. 

. 1,809.8 

1,484.6 

Lonq-term debt (less current maturities) (Note 8). 

. 1,045.9 

988.9 

Other noncurrent liabilities. 

. 213.0 

183.5 

Deferred income taxes. 

. 495.3 

411.4 

Commitments and contingencies (Note 11) 

Series A Cumulative Preferred Stock (Note 12). 

. 342.1 

342.1 

$2.25 Convertible Preferred Stock (Note 13). 

. 3.8 

13.6 

Common stockholders’ equity: 

Common Stock — net (Note 13) . 

Paid-in capital (Note 13) . 

Earnings retained (Note 8) . 

. 253.2 

. 213.5 

. 2,978.7 

244.8 

190.2 

2,562.8 

Total common stockholders’ equity. 

. 3,445.4 

2,997.8 


$7,355.3 

$6,421.9 
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R. J. Reynolds Industries, Inc. 

Notes to Consolidated 
Financial Statements 

(Dollars in Millions Except Per Share Amounts) 

Note 1 

Capitalization of Interest Costs 

Effective January 1, 1980, the Company adopted 
Statement of Financial Accounting Standards No. 34, 
whereby interest costs related to certain long-term 
construction projects are capitalized rather than 
charged directly to expense. Accordingly, of total 
interest costs incurred during 1980 of $163.2 million, 
$35.9 million was capitalized. The effect was to 
increase net earnings in 1980 by $19.0 million, or 18 
cents per common share. 

Note 2 
Excise Taxes 

Net sales and revenues include excise taxes on to¬ 
bacco and petroleum products as indicated in the fol¬ 
lowing table: 



1980 

1979 

1978 

Domestic tobacco. 

International tobacco. 

Petroleum. 

$ 806.7 
1,087.8 
10.6 

$ 795.3 
993.1 
13.7 

$ 794.2 
858.3 
17.9 


$1,905.1 

$1,802.1 

$1,670.4 


The above amounts do not include $34.2 million of “Windfall 
Profits" tax incurred in 1980, which has been included in “Cost of 
products sold." 


Note 3 

Cash and Short-term Investments 

Short-term investments at December 31, 1980 
and 1979, valued at cost (approximate market), 
amounted to $45.0 million and $68.4 million, respec¬ 
tively. Short-term investments at December 31,1980, 
principally consist of certificates of deposit. 

The Company’s cash balances include demand 
deposits maintained in the form of compensating 
balances with domestic banks covering both out¬ 
standing borrowings and future credit availability to 
meet short-term financial needs. The Company’s 
cash needs for its daily operations generally exceed 
compensating balance amounts. The compensating 
balances represent, on the average, approximately 10 
percent of unused lines of credit and approximately 
20 percent of outstanding borrowings drawn down 
under these arrangements. (See Note 6.) 

During 1980, cash was placed in a restricted inter¬ 
est bearing trust account with a foreign bank as sub¬ 
stitute collateral for the Company’s Ship Mortgage 
Bonds, all of which are due within one year. These 
funds, which are restricted as to withdrawal by the 
Company, amounted to $8.9 million at December 31, 
1980. (See Note 8.) 

Note 4 
Inventories 

The major classes of inventory and the amount of 
each at December 31, were: 



1980 

1979 

Leaf tobacco . 

... $1,116.8 

$1,057.4 

Manufactured products. 

Excise tax on 

728.0 

669.7 

manufactured products . 

91.8 

82.9 

Petroleum products. 

20.5 

20.7 

Raw materials. 

229.9 

211.7 

Expenditures on growing crops. 

51.1 

44.7 

Other materials and supplies. 

133.7 

91.8 


$2,371.8 

$2,178.9 


At December 31, 1980 and 1979, $1,461.7 million 
and $1,387.7 million, respectively, of the inventory 
was valued by the last-in, first-out (LIFO) method. The 
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balance of the inventory was valued by various other 
methods, principally first-in, first-out (FIFO). 

The current replacement value of inventories at 
December 31, 1980 and 1979, was greater than the 
amounts at which these inventories were carried in , 
the balance sheets by approximately $1,216.5 million 
and $976.8 million, respectively. 

Note 5 

Property, Plant and Equipment 

Components of property, plant and equipment at 
December 31 are shown in the table below: 



1980 

1979 

Land and land improvements. 

$ 137.1 

$ 124.1 

Buildings and leasehold 

improvements. 

400.2 

391.0 

Machinery and equipment. 

978.0 

866.7 

Vessels, containers and other 

marine equipment. 

1,928.3 

1,396.7 

Energy leasehold properties, related 

equipment and facilities. 

1,160.9 

956.1 

Construction-in-process . 

296.7 

376.7 


4,901.2 

4,111.3 

Less allowances for depreciation, 

depletion and amortization. 

1,636.5 

1,327.3 

Net property, plant and equipment. 

$3,264.7 

$2,784.0 


At December 31, 1980, "Met property, plant and equipment" 
includes certain vessels and related equipment having a cost of 
$435.0 million, which have been written down to an estimated realiz¬ 
able value of $285.0 million. (See Note 10.) 


Note 6 

Notes Payable and Related Information 

Notes payable consists of the following at 
December 31: 



1980 

1979 

Commercial paper. 

Notes payable, principally to foreign banks .. 

$267.4 

246.9 

$193.4 

201.9 


$514.3 

$395.3 


These short-term bank borrowings are at rates 
which, for the most part, approximate the prime 
commercial interest rate prevailing at the dates of 
borrowing and are generally made in the form of 
demand notes under lines of credit established as 
part of the Company’s banking arrangements. 

Unused lines of credit at December 31, 1980 and 
1979 were $446.2 million and $491.7 million, respec¬ 
tively. Of these lines, at December 31, 1980, $358.2 
million was in the form of seasonal operating credit 
facilities and $88.0 million was in the form of revolv¬ 
ing credit agreements extending until January 31, 
1982. (See Note 8.) At December 31, 1980, the 
Company had credit facilities totaling $318.8 million 
available to support outstanding commercial paper. 

Note 7 

Accounts Payable and Accrued Accounts 

Accounts payable and accrued accounts consist of 
the following at December 31: 



1980 

1979 

Trade accounts . 

Excise tax. 

Other accruals and payables . 

. $ 387.4 

. 83.0 

. 597.9 

$291.7 

77.7 

513.6 


$1,068.3 

$883.0 


‘ Other accruals and payables' include accruals for compensated 
absences under the provisions of Statement of Financial Accounting 
Standards No. 43. 
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Note 8 

Long-term Debt 



December 31, 1980 

December 31,1979 


Due Within 

Due After 

Due Within 

Due After 


One Year 

One Year(e) 

One Year 

One Year 

Long-term debt consists of the following: 

81/2% and 8%% Ship Mortgage Bonds, payable in Dutch guilders, with semi¬ 
annual sinking fund payments through 1981 (a). 

7 3 / 8 % Debentures, due February 1,2001, with annual sinking fund 

$ 8.9 

$ - 

$17.9 

$ 8.9 

payments beginning in 1982 (reduced by $0.1 million of such debentures held 
by the Company on December 31, 1980 for future sinking fund requirements). 

— 

99.9 

_ 

100.0 

7%% Debentures, with annual sinking fund payments through 1994 (reduced by $4.9 





million and $2.9 million of such debentures held by the Company on December 31, 
1980 and 1979, respectively, for future sinking fund requirements). 

0.1 

65.0 

2.1 

70.0 

8% Debentures, due January 15, 2007, with semi-annual sinking fund 





payments beginning in 1988 . 

— 

150.0 

— 

150.0 

8.9% Notes, due October 1, 1996, with annual prepayments beginning in 1981 (b).... 
7'/2% Notes, due November 18, 1982, with equal annual sinking fund 

6.2 

93.8 

— 

100.0 

payments through 1982 . 

32.0 

32.0 

32.0 

64.0 

7% Subordinated Debentures, due June 1, 1989. Annual sinking fund payments began 





in 1980 (reduced by $2.6 million and $1.7 million of such subordinated debentures 
held by the Company on December 31, 1980 and 1979, respectively, for future 
sinking fund requirements). 


11.7 


14.1 

1014% Notes, payable annually 1981 through 1990. 

5.0 

45.0 

— 

50.0 

10.45% Notes, due May 15, 1990. 

Revolving credit agreements with banks, due January 31, 1982, with interest at 

— 

150.0 

— 

— 

102% of prime rate (c). 


112.0 


112.0 




Exploration and development advances (d). 

31.7 

51.8 

5.5 

91.3 

Capitalized lease obligations. 

11.1 

96.2 

11.5 

79.6 

Other indebtedness with various interest rates and maturities 

28.2 

138.5 

18.0 

149.0 


$123.2 

$1,045.9 

$87.0 

$988.9 


Note 3.) 


mortgage bonds. (See 


(b) (Jnder the terms of the Company s 8.9% Notes, dividend payments are generally limited to $ 150.0 million, plus net earnings after December 31, 
1975. At December 31, 1980, $1.6 billion of earnings retained were unrestricted. 

(c) The Company has revolving credit agreements with various banks expiring January 31,1982 under which it may borrow up to $200.0 million. 
Cinder these agreements, the Company is obligated to pay a commitment fee of Vi of 1 percent on the unused balance. At December 31,1980, 

these agreements support $112.0 million of commercial paper that has been classified as long-term debt based upon the Company’s intention 
to continue that amount of debt in some form for more than one year. 

(d) At December 31, 1980, the Company had $83.5 million of advances from certain gas pipeline companies (all of which were non-interest 

earing) or t e inancing of exploration and development of various leases in the Gulf of Mexico in consideration for undertaking to execute 
gas purchase and sale agreements for future natural gas production. 

(e) The payment schedule of debt due after one year is as follows: 1982 - $229.5; 1983 - $83.6; 1984 - $47.8; 1985 - $42.6; 1986 and later -$642.4. 
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Note 9 

Provision for Income Taxes 

The provision for income taxes consists of the 
following: 



1980 

1979 

1978 

Current: 

Federal. 

$278.3 

$304.1 

$284.4 

State . 

49.3 

51.0 

40.7 

Foreign. 

57.7 

39.2 

28.7 


385.3 

394.3 

353.8 

Deferred: 

Federal. 

73.5 

58.3 

50.9 

State . 

7.1 

7.6 

4.5 

Foreign. 

2.9 

6.1 

3.2 


83.5 

72.0 

58.6 

Provision for income taxes .... 

$468.8 

$466.3 

$412.4 


Deferred income tax expense results from timing 
differences in the recognition of revenue and expense 
for book and tax purposes. The sources of these dif¬ 
ferences and the tax effect of each were as follows: 



1980 

1979 

1978 

Excess of tax over 

book depreciation. 

. $23.3 

$29.2 

$27.3 

Intangible drilling and 

development costs. 

. 21.8 

36.0 

29.8 

Various other items. 

. 38.4 

6.8 

1.5 

Deferred income taxes. 

. $83.5 

$72.0 

$58.6 


Pre-tax income for domestic and foreign operations 
is shown in the following table: 



1980 

1979 

1978 

Domestic. 

Foreign*. 

. $ 916.2 

. 223.0 

$ 875.4 
141.8 

$732.4 

121.9 


$1,139.2 

$1,017.2 

$854.3 


*Pre-tax income of foreign operations is earnings of all operations 
located outside the United States, some of which may also be 
currently subject to Cl.S. tax jurisdiction. 


The differences between the effective tax rates and 
the statutory CIS. federal income tax rates are 
explained as follows: 


1980 


1979 


1978 



Amount 

% of 

Pre-tax 

Income 

Amount 

%of 

Pre-tax 

Income 

Amount 

% of 
Pre-tax 

Income 

Income tax computed at statutory G.S. federal income tax rate. 

. $524.0 

46.0% 

$467.9 

46.0% 

$410.1 

48.0% 

Taxes on foreign operations in excess of (less than) the statutory 

G.S. federal income tax rate. 

. (34.8) 

(3.1) 

(21.9) 

(2.2) 

(9.6) 

(1.1) 

State taxes, net of federal benefit. 

. 30.5 

2.7 

31.7 

3.1 

23.5 

2.8 

Investment tax credit. 

. (68.5) 

(6.0) 

(18.7) 

(1.8) 

(18.5) 

(2.2) 

Miscellaneous items . 

. 17.6 

1.6 

7.3 

0.7 

6.9 

0.8 

Provision for income taxes. 

. $468.8 

41.2% 

$466.3 

45.8% 

$412.4 

48.3% 


At December 31, 1980, there were $531 million of 
accumulated and undistributed earnings of foreign 
subsidiaries and earnings of Domestic International 
Sales Corporations for which no provision for Cl.S. 
federal income taxes has been made. These undis¬ 
tributed earnings are intended to be reinvested indef¬ 
initely or received free of additional tax. 


There are a number of issues pending as a result 
of Interna] Revenue Service audits. The resolution of 
these issues is not expected to have a material 
adverse effect on the Company’s financial 
position. 
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Note 10 

Nonrecurring Items 

During the fourth quarter of 1980, the Company 
wrote down the carrying cost of its SL-7 container- 
ships and related equipment by $25.1 million to an 
estimated realizable value of $285.0 million. The 
Company is currently engaged in discussions and 
negotiations with the CI.S. Department of the Navy, 
for the sale of these assets at a price of $285.0 mil¬ 
lion. The write-down, net of related income tax bene¬ 
fits, decreased 1980 net earnings by $13.3 million, or 
13 cents per common share. 

On January 2, 1979, the Company sold its alumi¬ 
num casting and rolling business in Huntingdon, 
Tennessee. The sale added $22.1 million to earnings 
before provision for income taxes. 

Note 11 

Commitments and Contingencies 

On June 1, 1979, a Federal Grand Jury in the Dis¬ 
trict of Columbia returned an indictment charging 
Sea-Land and six other major shipping companies 
with violating the antitrust laws in the ocean transpor¬ 
tation of freight routed primarily between United 
States East Coast ports or the St. Lawrence Seaway 
and European-Atlantic ports, including Baltic and 
United Kingdom ports but excluding Iberian ports. 

On June 8, 1979, each of the defendant shipping 
companies entered pleas of nolo contendere to the 
indictment and was fined. A fine in the amount of 
$1 million was imposed upon and paid by Sea-Land. 
Commencing on June 4, 1979, a number of civil 
antitrust actions, all but two of which purport to be 
class actions, have been filed in various federal courts 
against Sea-Land and other shipping companies 
charging a violation of the antitrust laws and seeking 
treble damages in unspecified amounts and attor¬ 
neys’ fees and costs. As of February 1, 1981, a total 
of 36 cases are pending, each of which alleges a 
combination and conspiracy to fix prices for the 
shipment of freight in the same geographic area 
alleged in the indictment. These actions have been 
transferred to the U.S. District Court for the Southern 
District of New York for consolidated pretrial proceed¬ 
ings. Management believes that it has meritorious 
defenses to the actions and regards it as unlikely that 
the ultimate outcome will have a material adverse 
effect on the Company’s financial position. The 
Company intends to defend the actions vigorously. 

In July 1979, the Company and the Kuwait 
government entered into an arbitration agreement 
concerning disputes arising from the nationalization 
in September 1977 of the Company s oil business in 


that country and in the Divided Zone between Kuwait 
and Saudi Arabia pursuant to which arbitration pro¬ 
ceedings are in progress. Management expects ulti¬ 
mately to be compensated for the consequences of 
this nationalization and regards it as unlikely that the 
amount of the Company’s obligations relating to the 
nationalized business will exceed such compensation. 
The amount of any ultimate gain or loss is indetermin¬ 
able at this time. However, the Company believes that 
the resolution of the foregoing will not have a mate¬ 
rial adverse effect on its financial position. 

The Company in 1980 did not ship any tobacco 
products to the government-owned monopoly in Iran, 
in view of the United States’ trade embargo. Accounts 
receivable outstanding from the monopoly totaled 
approximately $37 million net of reserves at 
December 31, 1980. The Company is actively pursu¬ 
ing collection of the amounts outstanding and man¬ 
agement believes that the matter will be resolved with 
no material adverse effect on the Company’s financial 
position. 

There are certain other claims and pending actions 
against the Company and its subsidiaries which in the 
a 99 re 9 a t e are n °t expected to have any material 
adverse effect on the Company's financial position. 

The Company had various capital spending com¬ 
mitments totaling $162 million at December 31, 

1980. For additional information concerning com¬ 
mitments and contingencies, see Notes 9, 14 and 15. 

Note 12 

Series A Cumulative Preferred Stock 

In connection with the Del Monte Corporation 
merger (see Note 16), the Company issued 
7,053,478 shares (authorized 7,053,660 shares) of 
Series A Cumulative Preferred Stock (without par 
value), stated value of $48.50. The terms of the Pre¬ 
ferred Stock provide for redemption by the Company, 
pursuant to a mandatory sinking fund, at a redemp¬ 
tion price of $48.50 per share plus any accrued divi¬ 
dends, in an amount equal to approximately one- 
seventh of the amount of such shares issued in 
connection with the merger in each year commenc¬ 
ing on March 1, 1985. The Company has the non- 
cumulative option to double the amount redeemed 
pursuant to such mandatory redemption in any year. 

Each share of the Series A Cumulative Preferred 
Stock entitles the holder to receive cumulative divi¬ 
dends payable quarterly at the rate of $4.10 per share 
per annum. The Series A Cumulative Preferred Stock 
ranks senior to the Common Stock, and on a parity 
with the outstanding $2.25 Convertible Preferred 
Stock, as to dividends and upon liquidation and enti¬ 
tles the shareholder to receive $48.50 per share plus 
accrued dividends (whether or not earned or 
declared) before any distribution upon liquidation is 
made to holders of a junior stock. 
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Each share entitles the holder to three-quarters of 
one vote on all matters on which holders of the 
Common Stock have the right to vote, voting 
together with all other shares entitled to vote and not 
as a class. 

Dividends paid on the Series A Cumulative Pre¬ 
ferred Stock amounted to $28.9 million in 1980 and 
$26.4 million in 1979. 

Note 13 

Common Stock and $ 2.25 Convertible Preferred 
Stock 

Each share of the $2.25 Convertible Preferred 
Stock is convertible into three shares of the Com¬ 
pany’s Common Stock on surrender of the preferred 
share and payment of $22 in cash. Upon conversion, 
the cash proceeds and the stated value of the con¬ 
verted preferred shares less the stated value of the 
common shares issued is credited to paid-in capital. 
The Company may call the $2.25 Convertible Pre¬ 
ferred Stock for redemption at $50 per share (aggre¬ 
gating $17.8 million at December 31, 1980) plus 


accrued dividends to the redemption date. In the 
event of involuntary liquidation, holders of the $2.25 
Convertible Preferred Stock are entitled to $10.57 per 
share plus accrued dividends. Of the authorized but 
unissued common shares at December 31, 1980, 
1,067,394 were reserved for conversion of 355,798 
shares of the $2.25 Convertible Preferred Stock 
issued. 

Each share of the $2.25 Convertible Preferred 
Stock entitles the holder to receive cumulative divi¬ 
dends, payable quarterly, at the rate of $2.25 per 
annum in preference to dividends payable on any 
stock ranking junior as to dividends and upon liquida¬ 
tion. Holders of this preferred stock generally have 
one-half vote per share on all matters voted upon by 
stockholders, except that upon liquidation, dissolu¬ 
tion, merger, consolidation or sale of all or substan¬ 
tially all of the assets of the Company, these holders 
have one vote per share, voting together with all other 
shares entitled to vote and not as a class. 



1980 


1979 


1978 


Shares 

Amount 

Shares 

Amount 

Shares 

Amount 

$2.25 Convertible Preferred Stock - without par 
value ($10.57 stated value - authorized 367,748 
shares at December 31, 1980): 

Balance at beginning of year. 

Shares converted into Common Stock. 

1,282,828 

(927,030) 

$ 13.6 
(9.8) 

2,685,726 
(1,402,898) 

$ 28.4 
(14.8) 

2,978,618 

(292,892) 

$ 31.5 
(3.1) 

Balance at end of year. 

355,793 

$ 3.8 

1,282,828 

$ 13.6 

2,685,726 

$ 28.4 

Common Stock • no par ($2.50 stated value - 
authorized 150,000,000 shares at December 31, 

1980): 

Balance at beginning of year . 

Shares issued upon conversion of $2.25 

Convertible Preferred Stock . 

101,577,941 

2,781,090 

$253.9 

7.0 

97,369,276 

4,208,665 

$243.4 

10.5 

96,490,626 

878,650 

$241.2 

2.2 


104,359,031 

260.9 

101,577,941 

253.9 

97,369,276 

243.4 

Less Treasury Common Stock: 

Balance at beginning of year . 

Pi irrhaseri .. • 

(310,974) 

(9.1) 

(189,160) 

(154,510) 

(5.6) 

(4.5) 

(90,600) 

(98,666) 

(2.8) 

(2.8) 

Sales upon exercise of stock options and SARs . 

50,484 

1.4 

32,696 

1.0 

106 

— 


(260,490) 

(7.7) 

(310,974) 

(9.1) 

(189,160) 

(5.6) 

Balance at end of year . 

104,098,541 

$253.2 

101,266,967 

$244.8 

97,180,116 

$237.8 

Paid-in capital: 

Balance at beginning of year. 

Credits (charges) related to stock 

ontinns/ SARs exercised . 


$190.2 

0.1 


$155.1 

(0.1) 


$147.8 

Net proceeds from conversion of $2.25 Convertible 
Preferred Stock. 


23.2 


35.2 


7.3 

Balance at end of year. 


$213.5 


$ 190.2 


$155.1 


e 
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The Company has two stock option plans that pro¬ 
vide for the granting of options to purchase shares of 
the Company’s Common Stock to certain officers 
and other employees. The option price is the average 
quoted market price on the date of the grant. Options 
granted that lapse or are canceled are added back to 
the shares authorized for future options. 

Under the 1977 Stock Option Plan, the maximum 
number of shares of the Company’s Common Stock 
that may be granted is 2,500,000 and individual 
grants are limited to 100,000 shares. The options, 
which expire in 10 years, are exercisable in cumula¬ 
tive annual installments of 25 percent of the optioned 
shares beginning one year from the date of grant. 

The Plan also provides for granting stock apprecia¬ 
tion rights (SARs) to holders of options under this 
Plan and the Career Executive Stock Plan. SARs may 
be exercised for stock, cash or any combination 
thereof. When SARs are exercised, the related stock 
options are surrendered and may not be granted 
again. The value of the SARs exercised is equal to the 
difference between the exercise price and the average 
quoted market price of the Company’s Common 
Stock on the date of exercise. As of December 31, 
1980, there were 1,533,551 options outstanding 
under the 1977 Stock Option Plan with expiration 
dates ranging from September 15, 1987 to 
November 20, 1990. The average exercise price of 
such options is $33.97, and such options are held by 
a total of 481 optionees. 

Under the Career Executive Stock Plan, the maxi¬ 
mum number of shares of the Company’s Common 


Stock that may be granted is 1,200,000 and individ¬ 
ual grants are limited to 60,000 shares. The Plan, 
permits the granting of both qualified options (prior 
to the Tax Reform Act of 1976) and nonqualified 
options (as defined in the Internal Revenue Code) 
that may run for periods of up to five years for quali¬ 
fied options and up to 10 years for nonqualified 
options. No option may be exercised prior to one 
year after the date of grant. As of December 31, 

1980, there were 328,972 options/SARs outstanding 
under the Career Executive Stock Plan with expiration 
dates ranging from March 18, 1981 to September 18, 
1990. The average exercise price of such options/ 
SARs is $29.99, and such options/SARs are held 
by a total of 120 optionees. 

Under both plans, no charges or credits to earn¬ 
ings are made at the time of either granting or exer¬ 
cising an option. Compensation expense is accrued 
for options with SARs over the period they become 
exercisable, based upon the amount by which the 
market value of the Company’s Common Stock 
exceeds the option price at the date of determination, 
and is adjusted in subsequent reporting periods for 
increases or decreases in the market value of the 
stock. 

The following table summarizes the changes in 
options outstanding and related price ranges for 
shares of the Company’s Common Stock under 
options: 


______ 1980 _ 1979 _ 1978 

Options: 

Outstanding at beginning of year. •, , 858i0 50 1,888,892 1 412 328 

Granted under Career Executive Stock Plan. 31 172 — 

Granted under 1 977 Stock Option Plan. 449,664 402,200 541 100 

Options/SARs exercised. (404,313) (284,392) (26^914) 

Ca nceled and surrendered. (72,050) (148,650) (37,622) 

Outstanding at end of year. 1,862,523 1,858,050 1,888,892 

Price Ranges: 

Outstanding at beginning of year. $21.72-34.38 $21.72-35.09 $21.72-35.09 

Granted under Career Executive Stock Plan. 35 13 - 39 81 

Granted under 1977 Stock Option Plan . 35.13. 46>50 3172 27.13 - 30.47 

Options/SARs exercised (market prices ranged from $30.13 - 47.13 in 1980, $27.91- 

35.63 in 1979 and $26.28 - 30.81 in 1978). 21.72 - 33.16 ' 21.72 - 33.16 21.72 - 29.53 

Cancded and s urrendered . 28.78-39.81 28 .78 - 35.09 21 .72 - 33. 16 

O ut _s£a^g_at end of ye ar . $21.72-46.50 $21.72-34.38 $21 ,72_ 1 35 : 09 _ 

At December 31, 1980 options were exercisable as to 773,138 shares, compared with 880,700 shares at December 31 , 1979 and 1,01 1,068 
S rants ^ ecem er -so December 31,1980 options for 964,564 shares of the Company’s Common Stock were available for future 
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Note 14 
Leases 

Most of the Company’s leases are used in the 
transportation business, principally for vessels, truck 
terminals, port facilities and related equipment, and in 
the foods and beverages business, primarily for 
machinery, trucks, trailers and warehouses. Certain 
leases contain ordinary renewal options, although 
some container equipment leases provide for bargain 
renewal options extending over the economic life of 
the property. Some leases, principally those covering 
truck terminals and port facilities, contain escalation 
clauses based on the lessor’s operating costs. Certain 
port facility and equipment leases call for contingent 
rentals based on usage. Many of the Company’s 
leases are noncancelable operating leases relating to 
port facilities, trucks and trailers. 

Property, plant and equipment accounts at 
December 31 include the following amounts for capi¬ 
tal leases: 

1980 1979 


Buildings and leasehold 

improvements . $ 15.0 $ 16.3 

Machinery and equipment. 26.3 30.0 

Vessels, containers and other 

marine equipment (1). 90.4 59.0 

131.7 105.3 

Less allowances for amortization (2). 30.5 24.7 

$ 101.2 $ 80.6 


Minimum future sublease rentals receivable under 
capital leases and noncancelable operating leases at 
December 31,1980 amounted to $6.5 million and $8.6 
million, respectively. Rental expense for all operating 
leases, cancelable and noncancelable, consisted of: 



1980 

1979 

1978 

Minimum rentals. 

Contingent rentals. 

Sublease rental income.... 

$183.1 

32.5 

(4.9) 

$ 160.9 
25.3 
(4.4) 

$107.0 

0.6 

(3.3) 


$210.7 

$181.8 

$104.3 


Note 15 
Pension Plans 

The Company provides retirement benefits for sub¬ 
stantially all of its regular full-time employees, includ¬ 
ing certain employees in foreign countries, through 
Company-administered plans and plans administered 
under collective bargaining agreements. 

Pension expense for 1980, 1979 and 1978 was $84 
million, $75 million and $58 million, respectively. The 
increase in 1979 compared to 1978 resulted largely 
from the Del Monte merger. The Company’s policy 
with respect to Company-administered plans is to 
fund pension costs accrued. Past service costs are 
amortized over a 30-year period. 

The following table presents information regarding 
the financial condition of the Company’s domestic 
defined benefit plans, as estimated by the Company’s 
consulting actuary, as of the most recent valuation 
date, December 31, 1979: 


(1) Includes $67.2 million and $43.5 million for 1980 and 1979, re¬ 
spectively, attributable to certain leasing activities with less than 
50 percent owned affiliates in the Company s transportation 
business. 

(2) Lease amortization is included in depreciation expense. 


At December 31, 1980, the Company was obli¬ 
gated to make future minimum lease payments as 
follows: 



Capital 

Leases 

Non¬ 

cancelable 

Operating 

Leases 

Total 

1981 . 

$ 22.4 

$ 66.6 

$ 89.0 

1982 . 

20.4 

59.0 

79.4 

1983 . 

17.2 

50.6 

67.8 

1984 . 

15.8 

38.2 

54.0 

1985 . 

14.4 

34.5 

48.9 

Thereafter. 

114.4 

342.8 

457.2 

Total minimum lease 




payments. 

204.6 

$591.7 

$796.3 

Executory costs. 

(1.4) 



Amount representing 




interest. 

(95.9) 



Capitalized lease obli* 




gations (see Note 8) .... 

$107.3 




Calculated 



Calculated 
based on current 
salary levels of 
plan participants 

based on actuarial 
projections of 
future salary 
increases 

Actuarial present value of 
accumulated plan benefits* 

Vested. 

Non-vested. 

$431.5 

94.6 

$567.1 

171.4 


$526.1 

$738.5 

Net assets available for 
benefits (at market value) . 

$567.7 

$567.7 


* The assumed rate of return used in determining the actuarial pres 
ent value of accumulated plan benefits was 8 percent. 


The Company’s foreign pension plans are not 
required to report to certain U.S. government agen¬ 
cies pursuant to ERISA and do not otherwise deter¬ 
mine the actuarial value of accumulated benefits in 
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the same manner as those calculated and disclosed 
above. For those plans, the value of vested benefits 
does not differ materially from the total assets and 
balance sheet accruals related to those plans. 

In addition, the Company makes payments under 
the terms of various collective bargaining agreements 
to provide welfare benefits, including pension bene¬ 
fits, for covered employees. It is not practical at this 
time to determine the amount of these payments 
ultimately used to fund pension benefit plans or the 
current financial condition of these plans. 

Note 16 
Acquisitions 

On February 1, 1979, the shareholders of Del 
Monte Corporation approved an Agreement and Plan 
of Merger under which Del Monte became a wholly 
owned subsidiary of the Company on February 2, 
1979. Cinder the terms of the merger, approximately 
45 percent of the Del Monte capital stock was 
acquired for cash of $48.50 per share, and the 
remainder of the Del Monte capital stock was con¬ 
verted on a share-for-share basis into the Company’s 
Series A Cumulative Preferred Stock. (See Note 12.) 
The total cost of the merger, which was accounted 
for as a purchase, was approximately $618 million. 
The consolidated results of operations of the Com¬ 
pany include the operations of Del Monte from the 
date of the merger. 

The unaudited pro forma combined results of 
operations shown in the following table assume that 
the Del Monte merger had taken place on January 1, 

1978 and that the cash portion of the purchase price 
had been borrowed at the short-term interest rates 
prevailing during the respective periods. 



1979 

1978 

Net sales and revenues. 

$9,057.3 

$8,345.5 

Net earnings. 

Net earnings per common share: 

551.7 

483.5 

Primary. 

5.21 

4.64 

Fully diluted. 

5.03 

4.41 


The effects of the Del Monte merger on the Con¬ 
solidated Statement of Changes in Financial Position 
are shown in the following table: 


__1979 

Acquisition: 

. Property, plant and equipment. $301.4 

Other assets. 953.3 

Liabilities assumed . (637.1) 

Total cost of acquisition. 617.6 

Less working capital at date of acquisition. 449.9 

Net increase in long-term assets. $ 167.7 


On December 17, 1979, the Company acquired, 
for cash of $25 million, the remaining 49 percent 
minority interest in Signal Petroleum, a Louisiana oil 
and gas producing concern. Consolidated operating 
results since December 17, 1979 include the effects 
of this acquisition, which did not have a material 
effect on the Company’s consolidated financial 
statements. 
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Report of Management 


To the Shareholders of 

R.J. Reynolds Industries, Inc. February 12, 1981 

The management of R. J. Reynolds Industries, Inc. 
is responsible for all information and representations 
contained in the financial statements. The Company’s 
financial statements have been prepared in accord¬ 
ance with generally accepted accounting principles 
and are based on management’s best estimates and 
judgment. 

The Company’s independent auditors, Ernst & 
Whinney, were engaged to perform an examination 
of the consolidated financial statements. Their exam¬ 
ination provides an objective, outside review of man¬ 
agement’s responsibility to report operating results 
and financial condition. Working with our internal 
auditors, they review and make tests as appropriate of 
the data included in the financial statements. 

The Company has a system of internal accounting 
controls which is designed to provide reasonable 
assurance that assets are safeguarded, transactions 
are executed in accordance with management’s 
authorization and financial records are reliable as a 
basis for preparation of financial statements. This sys¬ 
tem includes the selection and training of qualified 
personnel, an organizational structure which provides 
appropriate delegation of authority and segregation 
of responsibility, the establishing and disseminating 
of policies and procedures throughout the organiza¬ 
tion and an extensive internal audit program. 

The Board of Directors of the Company has an 
Audit Committee composed of six directors who are 
neither officers nor employees of the Company. The 
Audit Committee meets on a regular basis with 
representatives from management, the internal audi¬ 
tors and the independent auditors, reviews audit 
plans and results, recommends the appointment of 
the independent auditors, and reviews and provides 
general direction for the Company’s audit activities. 
The independent auditors and the internal auditors 
have free access to the Audit Committee without the 
presence of management representatives when 
deemed appropriate by the Committee. 



Chairman and 
Chief Executive Officer 


Vice Chairman 
of the Board 


Report of Ernst & Whinney, 
Independent Auditors 

R.J. Reynolds Industries, Inc. 

Its Directors and Stockholders 

We have examined the consolidated balance 
sheets of R. J. Reynolds Industries, Inc. and subsidi¬ 
aries as of December 31, 1980 and 1979, and the 
related consolidated statements of earnings and earn¬ 
ings retained and changes in financial position for 
each of the three years in the period ended 
December 31, 1980. Our examinations were made in 
accordance with generally accepted auditing stan¬ 
dards and, accordingly, included such tests of the 
accounting records and such other auditing proce¬ 
dures as we considered necessary in the circum¬ 
stances. 

In our opinion, the financial statements referred to 
above present fairly the consolidated financial posi¬ 
tion of R. J. Reynolds Industries, Inc. and subsidiaries 
at December 31, 1980 and 1979, and the consoli¬ 
dated results of their operations and the changes in 
their consolidated financial position for each of the 
three years in the period ended December 31, 1980, 
in conformity with generally accepted accounting 
principles applied on a consistent basis. 






Winston-Salem, North Carolina 
February 12, 1981 
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R.J.Reynolds Industries, Inc. 

Lines of Business Data 


(Dollars in Millions) 

1980 

1979 

1978 

1977 

1976 

For the Years Ended December 31 

Capital Expenditures 

Domestic tobacco. 

$ 84.8 

$ 51.5 

$ 45.8 

$ 50.6 

$ 59.2 

International tobacco. 

36.3 

26.3 

22.4 

18.1 

23.6 

Foods and beverages . 

85.7 

71.4 

5.5 

2.9 

7.1 

Transportation. 

381.4 

275.7 

163.1 

77.0 

39.7 

Energy. 

278.2 

236.3 

130.1 

101.6 

62.4 

Packaging products. 

9.6 

10.2 

5.5 

5.3 

10.8 

Corporate. 

21.9 

12.9 

11.0 

29.1 

18.9 

Consolidated capital 

expenditures . 

$ 897.9 

$ 684.3 

$ 383.4 

$ 284.6 

$ 221.7 

At December 31 

Assets 

Domestic tobacco. 

$1,411.3 

$1,278.3 

$1,312.2 

$1,212.8 

$ 1,228.4 

International tobacco. 

801.5 

744.9 

670.4 

615.7 

582.0 

Foods and beverages . 

1,741.1 

1,557.8 

152.7 

153.7 

146.1 

Transportation. 

1,689.9 

1,431.1 

1,227.9 

1,134.1 

1,130.2 

Energy. 

1,272.4 

1,052.6 

921.8 

883.8 

891.9 

Packaging products. 

70.8 

64.3 

79.8 

93.1 

90.7 

Corporate. 

368.3 

292.9 

250.7 

240.8 

220.3 

Consolidated assets. 

$7,355.3 

$6,421.9 

$4,615.5 

$4,334.0 

$4,289.6 


For the Years Ended December 31 


Depreciation, Depletion and 


Amortization Expense 


Domestic tobacco. 

$ 36.5 

$ 37.6 

$ 36.4 

$ 32.1 

$ 27.3 

International tobacco. 

17.9 

15.9 

16.5 

21.3 

14.4 

Foods and beverages. 

37.5 

31.6 

3.5 

3.7 

3.6 

Transportation. 

102.7 

94.2 

89.5 

83.9 

80.9 

Energy. 

158.5 

124.6 

71.1 

75.9 

44.7 

Packaging products. 

3.8 

3.4 

4.1 

4.4 

3.7 

Corporate. 

6.3 

4.9 

4.9 

1.9 

0.6 

Consolidated depreciation, depletion 
and amortization expense . $ 363 2 

$ 312.2 

$ 226.0 

$ 223.2 

$ 175.2 


Identifiable assets include both assets directly identified with the specific line of business and an allocable share of jointly used assets. All cash and 
security investments are included in corporate assets. 

Management s Discussion and Analysis, which starts on page 23 of this report, includes a description of the various lines of business. 
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Financial Information 


R.J.Reynolds Industries, Inc. 

Lines of Business Data 


(Dollars in Millions) 


1980 1979 1978 1977 1976 


For the Years Ended December 31 


Net Sales and Revenues 

Domestic tobacco. 

International tobacco. 

Foods and beverages. 

Transportation. 

Energy. 

Packaging products 

— outside. 

— intersegment. 

Other (principally 

intersegment eliminations) 


$ 3,521.2 
2,087.7 
2,265.3 
1,413.7 
985.0 

104.5 

100.3 

(123.6) 


$3,164.9 

1,868.5 
1,962.1 

1,220.4 

627.7 

98.0 

87.1 

(93.5) 


$2,927.0 

1,573.4 
281.0 

1,103.7 

703.4 

121.5 

74.2 

(75.0) 


$2,743.3 

1,374.1 

268.7 

941.2 

978.9 

125.6 

66.5 

( 66 . 8 ) 


$2,550.0 

1 , 221.1 

264.5 

920.7 

741.8 

114.4 

61.5 

(61.9) 


Consolidated net sales 
and revenues. 


$10,354.1 $8,935.2 $6,709.2 $6,431.5 $5,812.1 


Earnings from Operations 

Domestic tobacco. 

International tobacco... 
Foods and beverages .. 

Transportation. 

Energy. 

Packaging products 
Other (principally 
corporate expense) .. 


800.8 

177.2 

94.3 

65.8 
182.9 

10.8 

(62.4) 


$ 


714.4 

149.2 

127.5 

58.3 

65.5 

15.3 

(43.6) 


$ 


646.4 

126.0 

18.5 

118.7 

17.2 

18.6 

(38.8) 


601.4 

98.9 
22.0 

88.9 

14.6 

17.4 

(29.2) 


$ 


545.3 

64.4 

20.5 
123.2 

36.2 

13.8 

(23.8) 


Consolidated earnings 
from operations. 

Cash Flow from Operations 

Domestic tobacco. 

International tobacco.... 
Foods and beverages ... 

Transportation. 

Energy. 

Packaging products. 

Corporate. 

Consolidated cash flow 
from operations. 


$ 1,269.4 $1,086.6 $ 906.6 $ 814.0 $ 779.6 


458.7 

129.6 

127.5 

209.3 

314.9 

11.9 

(80.9) 


$ 430.7 
99.4 
126.2 
148.6 
198.9 
12.7 
(39.7) 


$ 


367.6 
88.0 
11.9 

166.1 

135.6 
14.1 

(24.2) 


$ 


336.3 

79.4 

14.4 
148.8 

117.4 
14.1 
11.7 


$ 


287.8 
52.8 
13.7 

164.9 
89.6 
12.3 

( 68 . 8 ) 


$ 1,171.0 $ 976.8 $ 759.1 $ 722.1 $ 552.3 


Effective January 1, 1980, operational responsibility for the Company’s Sea-Stores operations was transferred from the domestic to the inter¬ 
national tobacco business. Prior years’ results of operations have been restated to reflect this change. 

In the table above, sales and revenues by line of business include both sales and revenues to unaffiliated customers and intersegment sales, which 
are accounted for at prices comparable to unaffiliated customer sales. 


Earnings from operations by line of business are earnings before interest and debt expense, other income and expense (mainly items of a financial 
nature), foreign currency gains (losses), general corporate expenses, nonrecurring items and the provision for income taxes. 

Cash flow (working capital) from operations by line of business consists of after-tax earnings from operations adjusted for depreciation, depletion 
and amortization, deferred income taxes, investment tax credits, and the net change in Other noncurrent liabilities identified with each line of 
business. All items which cannot be identified with a specific line of business (principally corporate expense and items of a financial nature) are 
included in corporate cash flow from operations. 

Included in corporate cash flow from operations for 1979 and 1977, respectively, is an $ 1 1.6 million nonrecurring gain relating to the sale of the 
Company’s aluminum casting and rolling business (see Note 10), and a $55.1 million nonrecurring gain relating to the nationalization of the 
Company’s petroleum operations by the government of Kuwait. 
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R.J.Reynolds Industries, Inc. 


Geographic Data 


(Dollars in Millions) 

1980 

1979 

1978 

1977 

1976 

For the Years Ended December 31 

Net Sales and Revenues 

United States (1) . 

$ 6,825.2 

$5,866.8 

$4,261.9 

$4,031.4 

$3,477.3 

International transportation (2) . 

1,413.7 

1,220.4 

1,103.7 

941.2 

920.7 

Canada . 

470.2 

414.9 

305.2 

335.2 

326.8 

Europe . 

1,177.5 

1,009.8 

651.6 

506.7 

411.6 

Other geographic areas . 

725.3 

630.6 

386.8 

617.0 

675.7 

Less transfers between 

geographic areas . 

(257.8) 

(207.3) 

— 

— 

— 

Consolidated net sales 

and revenues .. 

$10,354.1 

$8,935.2 

$6,709.2 

$6,431.5 

$5,812.1 

Earnings from Operations 

United States. 

$ 1,130.3 

$ 964.6 

$ 795.5 

$ 733.3 

$ 636.9 

International transportation (2) . 

65.8 

58.3 

118.7 

88.9 

123.2 

Canada . 

27.1 

23.4 

12.2 

16.2 

16.7 

Europe . 

42.9 

41.0 

20.9 

13.4 

5.2 

Other geographic areas . 

65.7 

42.9 

(1.9) 

(8.6) 

20.9 

Other (principally 

corporate expense) . 

(62.4) 

(43.6) 

(38.8) 

(29.2) 

(23.3) 

Consolidated earnings 

from operations. 

$ 1,269.4 

$1,086.6 

$ 906.6 

$ 814.0 

$ 779.6 

At December 31 

Assets 

United States . 

$ 4,175.4 

$3,715.5 

$2,574.6 

$2,449.1 

$2,371.8 

International transportation (2). 

1,689.9 

1,431.1 

1,227.9 

1,134.1 

1,130.2 

Canada . 

241.1 

241.3 

163.8 

171.7 

176.3 

Europe. 

462.9 

402.4 

286.3 

221.4 

194.4 

Other geographic areas. 

417.7 

338.7 

112.1 

116.9 

196.6 

Corporate. 

368.3 

292.9 

250.8 

240.8 

220.3 

Consolidated assets. 

$ 7,355.3 

$6,421.9 

$4,615.5 

$4,334.0 

$4,289.6 

□abilities of the Company’s operations 

located in foreign countries. 

$ 562.7 

$ 466.1 

$ 325.0 

$ 313.7 

$ 380.2 


Sales and revenues in the above table include both sales to unaffiliated customers and transfers between geographic areas. Transfers between 
geographic areas (which consist principally of fresh and canned fruit from Latin America, Africa and the Philippines transferred to the United States 
and Europe) are generally made at fair market value, less an allowance to compensate the marketing unit for its efforts and expenses in servicing 
customers. Identifiable assets are those assets used in the operations of each geographic area and do not necessarily bear a definite relationship to 

their earnings from operations because of the transfer of products between areas. All cash and security investments are included in corporate 
assets. 

(1) Included in United States sales and revenues are export sales of $535.3 million in 1980, $475.9 million in 1979, $316.0 million in 1978, $271.4 

million in 1977 and $220.9 milllion in 1976. Export sales primarily represent the sale of tobacco products to markets in the Middle East and Far 
East. 

(2) Because of the nature of international trade, transportation revenues, earnings from operations and assets have not been allocated to the 

various geographic areas. All of the Company s owned vessels are U.S.-flag ships. Transportation revenues classified geographically based on 
port-of-origin were as follows: 


__ 1980 _ 1979 _ 1978 _ 1977 _ 1976 

United States. $ 671.8 $ 551.0 $ 495.1 $448.4 $491.2 

Canada. 27.8 27.9 25.8 19.8 14.8 

Europe. 340.4 289.9 266.4 203.9 169.6 

Other geographic areas. 373.7 351.6 316.4 269.1 245.1 


$1,413.7 $1,220.4 $1,103.7 $941.2 $920.7 
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Inflation Accounting Data (Unaudited) 

Inflation continues to be a serious threat to the 
American economy. Under the provisions of State¬ 
ment of Financial Accounting Standards No. 33, 
“Financial Reporting and Changing Prices,” certain 
supplemental disclosures are required which are 
intended to depict the effects of inflation on a com¬ 
pany’s financial statements. The Statement requires 
that two alternative “inflation” measurement methods 
be used. Under the first method, “constant dollar” 
accounting, the historical accounting data is adjusted 
for “general inflation." This method addresses the 
effect of a rise in the general price level on the pur¬ 
chasing power of the dollar as measured by the Con¬ 
sumer Price Index for All Urban Consumers (CPI-U). 
Under the second method, “current cost” account¬ 
ing, adjustments are made to the historical data 
based on the specific price changes for the assets 
used by a company. 

The supplemental data on pages 56 through 58 
reflect historical results adjusted for both methods of 
measuring the effects of inflation. 

Earnings Adjusted for General Inflation 

The constant dollar column of the “Consolidated 
Statement of Earnings Adjusted for the Effects of 
Changing Prices" on pages 56 and 57 represents the 
“historical” (as reported) amounts of revenues and 
expenses restated into dollars of the same general 
purchasing power, as measured by the average level 
of the CPI-U for 1980 and 1979. 

Under the constant dollar measurement method, 
the “cost” of property, plant and equipment items is 
restated into constant dollars, and depreciation 
expense and gain or loss on the sale of properties are 
adjusted to reflect this new basis. 

Approximately 60 percent of the $257.4 million 
and $153.1 million increases in “Costs and expenses' 
for 1980 and 1979 under the constant dollar method 
of income measurement is attributable to the 
increase in depreciation, depletion and amortization 
expense associated with the increase in property, 
plant and equipment amounts restated in constant 
dollars. The remaining portion of the increases in 
both years is attributable to two factors: the higher 
cost of properties sold during the year; and the restate¬ 
ment of first-in, first-out (FIFO) inventory costs to a con¬ 
stant dollar basis. (Since, under the FIFO inventory 


method, the oldest inventory costs are charged 
to the cost of products sold, restating these costs on 
the basis of average 1980 and 1979 constant dollars, 
respectively, increases this charge.) With the excep¬ 
tion of these adjustments, the amounts of revenues 
and other costs and expenses, including cost of pro¬ 
ducts sold as determined under the Company’s 
primary method of inventory valuation, the last-in, 
first-out (LIFO) method, already approximate average 
1980 and 1979 constant dollars, respectively, and 
have not been adjusted from amounts presented in 
the historical financial statements. 

The “Nonrecurring loss” in the 1980 presentation 
reflects the write-down of the Company’s SL-7 con- 
tainerships from a constant dollar book value of 
$569.7 million to a lower recoverable amount of 
$285.0 million. While this was calculated in line 
with Statement No. 33 requirements, the CPI-U, in 
management’s opinion, overstates the cost when 
applied to these specific assets. 

The “Unrealized purchasing power gain on net 
monetary position” is intended to reflect the net effect 
of holding monetary assets (cash, receivables, etc.) 
and owing money during an inflationary period. For 
example, the holding of monetary assets when prices 
are rising results in a loss of purchasing power. Con¬ 
versely, owing money during an inflationary period 
results in a gain in purchasing power since the obli¬ 
gation will be settled in dollars of lower value. 

Earnings Adjusted for Specific Price Changes 

The current cost column of the “Consolidated 
Statement of Earnings Adjusted for the Effects of 
Changing Prices” on pages 56 and 57 represents the 
“historical” (as reported) amounts of revenues and 
expenses restated into 1980 and 1979 current dollars 
as measured by the change in specific prices. 

The estimated current cost of leaf tobacco inven¬ 
tory was based on weighted average auction pur¬ 
chases for each year. For the most part, the esti¬ 
mated current cost of all other inventories was based 
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on current published raw material prices and stan¬ 
dard production costs adjusted to reflect current cost 
depreciation, depletion and amortization. The esti¬ 
mated current cost of major property, plant and 
equipment was derived by using engineering esti¬ 
mates and manufacturers’ current selling prices of 
assets, taking into account any discounts the Com¬ 
pany may receive when purchasing these assets in its 
normal size quantities. For the remaining property, 
plant and equipment items, historical costs were 
indexed using the relative price change of a group of 
homogeneous assets from the year they were 
acquired to December 31, 1980 and 1979, respec¬ 
tively, to arrive at the estimated current cost. 

Depreciation, depletion and amortization expense 
was calculated based on average current cost using 
the straight-line depreciation method and the same 
estimates of useful life and salvage value utilized in 
preparing the historical cost financial statements. The 
estimated current cost of products sold and operat¬ 
ing expenses was based on historical costs adjusted 
for current cost depreciation, depletion and amortiza¬ 
tion and inventory turnover rates. 

Approximately 93 percent of the $220.9 million 
increase in “Costs and expenses” for 1980 and 70 
percent of the $192.8 million increase in “Costs and 
expenses” for 1979 under the current cost method of 
income measurement is attributable to the increase 
in depreciation, depletion and amortization expense 
associated with the current cost increase in property, 
plant and equipment amounts. The remaining por¬ 
tion of the increases in both years is primarily attribu¬ 
table to the restatement of FIFO inventory costs to a 
current cost basis. Cost of products sold as deter¬ 
mined under the LIFO method, already approximate 
average current costs and has not been adjusted 
from amounts presented in the historical financial 
statements. 

The 1980 “Nonrecurring loss" shown for both his¬ 
torical cost and constant dollar (see discussion under 
“Earnings Adjusted for General Inflation”) becomes 
zero for the current cost presentation since the lower 
recoverable amount of an asset, under this theory, 
equals its current cost. 


The “Decrease in current cost of inventories and 
property, plant and equipment held during the year 
net of general inflation” is the amount that the “cur¬ 
rent cost” of the assets increased or decreased, less 
the increase that would have resulted if prices had 
changed at the same rate as general inflation. For 
1980, this amount is a decrease of $240.1 million. 

Mineral Resource Assets 

As required by Statement of Financial Account¬ 
ing Standards No. 39, “Financial Reporting and 
Changing Prices - Specialized Assets - Mining and Oil 
and Gas” issued in October 1980, the Company’s 
geothermal steam operations in California are classi¬ 
fied as mineral resources. The Company’s proved 
reserves of geothermal steam as determined by 
the Company’s engineers were 76.8 million Bar¬ 
rels of Oil Equivalent (BOE) on December 31, 

1980. Production during 1980 was .7 million BOE 
at an average price of $12.94 per BOE. Output 
from these existing wells is committed under con¬ 
tract to the Pacific Gas and Electric Company of 
California. 

Management’s Analysis 

When evaluating the inflation data, it should be 
remembered that constant dollar and current cost 
accounting are not comparable methods. Each 
method has certain limitations which are discussed 
below. 

In constant dollar accounting, the use of the CPI-G 
can cause certain distortions. Because the CPI-G is 
intended to measure and reflect price changes on a 
“market basket” of goods consumed by an average 
American urban family, it is unlikely that such price 
changes would be representative of the price 
changes experienced for the types of commodities 
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used by a specific company or industry. Accordingly, 
those amounts should not be viewed as having the 
degree of accuracy of the historical statements 
included in this report. 

In current cost accounting, there are inherent lim¬ 
itations because of the need for substantial judg¬ 
ments in the estimating process. Accordingly, this 
information should not be interpreted to indicate that 
future replacement of assets would take place in the 
form and manner assumed in developing these esti¬ 
mates. In the normal course of business, the Com¬ 
pany will replace its assets over an extended period of 
time. Decisions concerning replacement will be made 
in light of economic, regulatory and competitive con¬ 
ditions existing on the dates such determinations are 
made and could differ substantially from the assump¬ 
tions on which the data included herein are based. 

In addition, the current cost information standing 
alone does not recognize any relationships between 
cost changes and changes in selling prices. Although 
the Company will attempt to modify its selling prices 
to recognize future cost changes, competitive and 
regulatory conditions may preclude its doing so. 

The inflation adjusted data, limitations notwith¬ 
standing, provides a basis for some general observa¬ 
tions, both as to R. J. Reynolds Industries, Inc., in par¬ 
ticular, and to the business community in general. 

It is apparent from the inflation data on pages 56 
and 57 that the effects of inflation on the Company’s 
operations are significant in several respects. One of 
the most important points to note is the increase in 
“Costs and expenses,” which arises primarily from 
the reality that, if the Company were to replace its 
fixed assets in 1980 dollars, a substantially greater 
capital investment would be required with higher 
related charges for depreciation, depletion and amor¬ 
tization. Of equal, or even greater, significance is the 
effect of income taxes on the Company as depicted 
in the adjusted income statements. The income tax 
amount reflected in the supplementary income 
statements is the same under each method of mea¬ 
surement shown. Income taxes have not been re¬ 
stated since present tax laws do not allow deductions 
for any depreciation, depletion and amortization 
expense in excess of amounts based on the historical 
cost of assets. The result is that the 1980 effective tax 


rate increases from 41.2 percent under historical cost 
to 75.3 percent and 49.7 percent, respectively, 
determined on a constant dollar and current cost 
basis. The net result of current tax policies is to 
increase the tax burden as inflation increases, con¬ 
suming dollars which otherwise would be available to 
replace and maintain productive capacity, or to pay 
dividends. 

It should be apparent that funds not available 
because of the higher effective taxes resulting from 
inflation must be provided from other sources. Unfor¬ 
tunately, the sources for these funds are the consu¬ 
mer and the Company’s stockholders. The consumer 
pays through higher prices for the goods he buys, 
and the stockholder pays through a lower return on 
his investment. As a result, the individual incentive to 
save has been replaced by the motivation to spend 
now, before prices increase tomorrow. As savings 
decrease, the rate of capital investment continues to 
decline. This lower rate of capital accumulation will 
inevitably lower the future rate of productivity in the 
American economy and reduce the nation’s ability to 
compete with foreign producers. 

The Company has long recognized the potential 
effects of inflation and, accordingly, has taken steps 
to reduce those effects, and the related tax conse¬ 
quences, on its business. For example, since 1956 
the Company has used the LIFO inventory method 
for the major portion of its inventories. While this 
method reduces reported earnings in inflationary 
periods because it matches current costs with current 
revenues, it also reduces taxes and increases cash 
flow. Sound financial planning further lessens the 
effects of inflation on the Company, as illustrated by 
the “Unrealized purchasing power gain on net mone¬ 
tary position” shown in the statements on pages 56 
and 57. Although this amount does not represent dol¬ 
lars which will be received in the future, it does 
represent the preservation of purchasing power dur¬ 
ing the year through effective cash management. 
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R.J.Reynolds Industries, Inc. 

Consolidated Statement of Earnings Adjusted 
for the Effects of Changing Prices (Unaudited) 

For the Year Ended December 31,1980 


(Dollars in Millions) 

As Reported 
in the 
Financial 
Statements 
(Historical 
Cost) 

Selected Data 
Adjusted for 
General 
Inflation 
(Constant 
Dollar) 

Selected Data 
Adjusted for 
Changes in 
Specific 
Prices 

(Current Cost) 

Net sales and revenues . 

Cost and expenses: (l) 

Cost of products sold and operating expenses . 

Selling, advertising, administrative and 
general expenses . 

$10,354.1 

7,466.9 

1,617.8 

$10,354.1 

7,713.2 

1,628.9 

$10,354.1 

7,687.2 

1,618.4 

Earnings from operations . 

Interest and debt expense . 

Other income (expense), net . 

1,269.4 
(127.3) 
22.2 

1,012.0 

(127.3) 

22.2 

1,048.5 
(127.3) 
22.2 

Nonrecurring loss . 

1,164.3 

(25.1) 

906.9 

(284.7) 

943.4 

Earnings before provision for income taxes. 

Provision for income taxes . 

1,139.2 

468.8 

622.2 

468.8 

943.4 

468.8 

Net earnings. 

Less preferred dividends. 

670.4 

30.6 

153.4 

30.6 

474.6 

30.6 

Net earnings applicable to Common Stock. 

$ 639.8 

$ 122.8 

$ 444.0 

Effective income tax rate . 

41.2% 

75.3% 

49.7% 

Unrealized purchasing power gain 

on net monetary position . 


$ 240.0 

$ 240.0 

Increase in current cost of inventories and property, 
plant and equipment held during the year (based on 

specific price chanqes) (2) . 

Effect of increase in general price level . 



$ 718.5 

958.6 

Decrease in current cost of inventories and property, 
plant and equipment held during the year net of 
general inflation . 



$ 240.1 

(1) The amount of depreciation, depletion and amortization expense related to items of property, plant and equipment for 1980 was $345.2 
million on an historical cost basis, $504.2 million on a constant dollar basis and $550.0 million on a current cost basis. 

(2) At December 31,1980, current cost of inventory was $3,630.5 million (historical amount $2,371.8 million) and current cost of property, plant 
and equipment, net of accumulated depreciation was $5,208.5 million (historical amount $3,264.7 million). 
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Financial Information 


RJ.Reynolds Industries, Inc. 

Consolidated Statement of Earnings Adjusted 
for the Effects of Changing Prices (Unaudited) 

For the Year Ended December 31, 1979 


4 

(Dollars in Millions) 

As Reported 
in the 
Financial 
Statements 
(Historical 
Cost) 

Selected Data 
Adjusted for 
General 
Inflation 
(Constant 
Dollar) 

Selected Data 
Adjusted for 
Changes in 
Specific 
Prices 

(Current Cost)(3) 

Net sales and revenues. 

$8,935.2 

$8,935.2 

$8,935.2 

Cost and expenses: (l) 

Cost of products sold and operating expenses. 

6,490.5 

6,634.6 

6,673.4 

Selling, advertising, administrative and 
general expenses. 

1,358.1 

1,367.1 

1,368.0 

Earnings from operations. 

1,086.6 

933.5 

893.8 

Interest and debt expense. 

(125.8) 

(125.8) 

(125.8) 

Other income (expense), net. 

24.1 

24.1 

24.1 


984.9 

831.8 

792.1 

Foreign currency gains. 

10.2 

10.2 

10.2 

Nonrecurring gain. 

22.1 

13.4 

— 

Earnings before provision for income taxes . 

1,017.2 

855.4 

802.3 

Provision for income taxes . 

466.3 

466.3 

466.3 

Net earnings . 

550.9 

389.1 

336.0 

Less preferred dividends. 

30.7 

30.7 

30.7 

Net earnings applicable to Common Stock . 

$ 520.2 

$ 358.4 

$ 305.3 

Effective income tax rate . 

45.8% 

54.5% 

58.1% 

Unrealized purchasing power gain 

on net monetary position . 


$ 216.9 

5 216.9 


Increase in current cost of inventories and property, 
plant and equipment held during the year (based on 


specific price changes) (2) . 

Effect of increase in general price level. 

$ 602.5 
889.9 

Decrease in current cost of inventories and property, 
plant and equipment held during the year net of 
general inflation. 

$ 287.4 


(1) The amount of depreciation, depletion and amortization expense related to items of property, plant and equipment for 1979 was $292.4 
million on an historical cost basis, $385.6 million on a constant dollar basis and $427.0 million on a current cost basis. 


(2) At December 31,1979, current cost of inventory was $3,173.8 million (historical amount $2,178.9 million) and current cost of property, plant 
and equipment, net of accumulated depreciation was $4,468.9 million (historical amount $2,784.0 million). 

(3) Current cost information reflects data related to mineral resource assets on a constant dollar basis as permitted by Statement of Financial 
Accounting Standards ho. 39. 
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Financial Information 


R.J.Reynolds Industries, Inc. 

Five-Year Comparison of Selected Supplementary Financial Data 
Adjusted for the Effects of Changing Prices (Unaudited) 

For the Years Ended December 31 


(Dollars in Millions Except Per Share Amounts) 

1980 

1979 

1978 

1977 

1976 

HISTORICAL COST INFORMATION 


. 




AS REPORTED: 






Net sales and revenues. 

$10,354.1 

$ 8,935.2 

$6,709.2 

$6,431.5 

$5,812.1 

Net earnings. 

Net earnings per common share 

670.4 

550.9 




(fully diluted). 

6.12 

5.05 




Net assets at year-end . 

3,791.3 

3,353.5 




IN AVERAGE 1980 DOLLARS 

Net sales and revenues. 

Current cost information: 

10,354.1 

10,143.5 

8,474.1 

8,745.4 

8,413.1 

Net earnings. 

Net earnings per common share 

474.6 

381.4 




(fully diluted). 

Decrease in current cost 

4.26 

3.38 




of inventories and property, plant 
and equipment held during the 
year net of general inflation. 

240.1 

326.3 




Net assets at year-end (1). 

Historical cost information 

6,698.9 

6,502.4 




adjusted for general inflation: 






Net earnings. 

Net earnings per common share 

153.4(2) 

441.7 




(fully diluted). 

1.19 

3.96 




Net assets at year-end (l). 

6,337.9 

6,285.7 




Other information: 






Unrealized purchasing power gain 

on net monetary position. 

Cash dividends declared per 

240.0 

246.2 




common share. 

Market price per common share at 

2.20 

2.24 

2.27 

2.28 

2.27 

year-end. 

43 5 /a 

361/2 

34>/ 2 

39/4 

47% 

Average consumer price index. 

/ 4 \ U ^ . _ 

246.8 

217.4 

195.4 

181.5 

170.5 


(1) Net assets at year-end is the sum of the historical financial statement amounts for common stockholders' equity, $2.25 Convertible Preferred 
Stock and Series A Cumulative Preferred Stock, adjusted for the changes in valuation, on a current cost and constant dollar basis, respectively, 

of inventories, net property, plant and equipment, and net monetary items. Other asset amounts have not been adjusted for the effects of 
specific price changes or general inflation. 

(2) Includes a $284.7 million nonrecurring loss related to the write-down of the Company's SL-7 containerships. (See discussion on page 53.) 
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R.J.Reynolds Industries, Inc. 

Revenues, Costs and Capitalized Costs Relating to 
Oil and Gas Producing Activities 


The following table shows the Company's revenues and costs from oil and gas producing activities for 1980, 1979 and 1978, as well as the 
aggregate amount of capitalized costs and related accumulated depreciation, depletion, amortization and valuation allowances relating to oil and 
gas producing activities at December 31, 1980, 1979 and 1978. 


United 


(Dollars in Millions) 

States 

Foreign 


Total 

For the Years Ended December 31 

Net Revenues: 

1980. 

. $ 464.2 

$35.8(1) 

$ 

500.0 

1979 . 

. 256.3 

16.7(1) 


273.0 

1978 . 

. 180.9 

17.7(1X2) 


198.6 

Costs Incurred in 1980: 

Property acquisition costs. 

. $ 45.2 

$ - 

$ 

45.2 

Exploration costs. 

. 102.2 

0.9 


103.1 

Development costs. 

. 148.7 

8.2 


156.9 

Production (lifting) costs. 

. 121.4 

6.6 


128.0 


$ 417.5 

$15.7 

$ 

433.2 


Costs Incurred in 1979: 


Property acquisition costs. 

Exploration costs. 

Development costs. 

Production (lifting) costs. 

$ 

29.4 

23.8 

162.5 

59.7 

$ - 

1.7 

5.7 

3.9 

$ 

29.4 

25.5 
168.2 

63.6 


$ 

275.4 

$ 11.3 

$ 

286.7 

Costs Incurred in 1978: 

Property acquisition costs. 

$ 

13.8 

$ - 

$ 

13.8 

Exploration costs. 


31.4 

4.1 


35.5 

Development costs. 


120.9 

4.9 


125.8 

Production (lifting) costs. 


52.1 

4.8 


56.9 


$ 

218.2 

$ 13.8 

$ 

232.0 

Provisions for Depreciation, Depletion, 

Amortization and Valuation: 

1980 . 

. $ 

139.7 

$ 3.6 

$ 

143.3 

1979 . 


107.8 

2.2 


110.0 

1978 . 


58.3 

1.6 


59.9 

Capitalized Costs at December 31: 

1980 . 

. $1,152.9 

$ 40.2 

$1,193.1 

1979 . 


896.9 

34.2 


931.1 

1978 . 


717.2 

27.6 


744.8 

Accumulated Depreciation, Depletion, 

Amortization and Valuation 

Allowances at December 31: 

1980 . 

. $ 

362.7 

$ 6.8 

$ 

369.5 

1979 . 


226.0 

3.6 


229.6 

1978 . 


139.0 

2.0 


141.0 

(1) Includes $19.1 million, $9.5 million and $15.6 million for 1980, 

1979 and 1978, respectively, attributable to a continuing long-term service 


contract with a foreign government. 

(2) Excludes net revenues for 1978 of $141.8 million from sales of oil derived from long-term supply agreements with the National Oil Company of 
Iran. These agreements have been unilaterally abrogated by the government of Iran. 
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Financial Information 


R.J.Reynolds Industries, Inc. 

Oil and Gas Reserve Quantities by Geographic Areas (Unaudited) 


The following table shows the estimates of the Company’s net quantities of proved reserves and proved developed reserves of oil and gas as 
of December 31, 1980, 1979, 1978 and 1977, and the changes in the net quantities of such reserves during 1980, 1979 and 1978. 

Crude Oil, Condensate Natural Gas 

and Natural Gas Liquids (Millions of 

__ (Thousands of Barrels) _ Cubic Feet) 

_United States_United States_Foreign 

Proved Developed and Undeveloped Reserves: 


December 31,1977. 

Revisions of prior estimates. 

Extensions, discoveries and other additions 

Production. 

Sales of minerals-in-place. 

December 31, 1978. 

Revisions of prior estimates. 

Extensions, discoveries and other additions 

Purchases of minerals-in-place (l). 

Production. 

December 31, 1979. 

Revisions of prior estimates. 

Extensions, discoveries and other additions 

Purchases of minerals-in-place (2). 

Production (3). 

December 31,1980 (4) 

Proved Developed Reserves: 


135,121 

508,116 

65,870 

5,087 

10,087 

— 

4,708 

39,845 

—i 

(14,315) 

(42,168) 

(884) 

(550) 

(124) 

— 

130,051 

515,756 

64,986 

3,500 

22,804 

1,959 

2,781 

69,342 

— 

6,427 

49,368 

— 

(13,238) 

(66,413) 

(3,105) 


129,521 
10,608 
4,796 
76 

(14,099) 

130,902 


590,857 
(3,085) 
50,630 
13,367 
(96,048 ) 

555,721 


63,840 

9,204 


(5,319) 

67,725 


December 31, 1977. 67,754 251,648 63,220 

December 31, 1978. 62,039 297,833 62,366 

December 31, 1979. 61,411 393,235 59,161 

December 31, 1980. 62,670 375,416 67 725 


(1) In 1979, the Company acquired the remaining interest in the reserves of Signal Petroleum, a Louisiana oil and gas producing concern (See 
Note 16.) This purchase added 46,900 MMCF of natural gas and 6,375 MBBLS of crude oil to the Company's proved reserves. 

(2) In 1980, the Company acquired the remaining interest in the East Chapa gas field from Tana Oil & Gas Corporation. This purchase added 
13,367 MMCF of natural gas and 76 MBBLS of condensate to the Company s proved reserves. 

(3) Production and ending reserves are subject to minor changes since production volumes contain estimates. 

(4) Estimates of domestic proved oil and gas reserves are determined on an annual basis by the Company’s petroleum engineers and are 
reviewed by Core Laboratories, Inc., independent consulting engineers. Foreign gas reserve estimates are determined by DeGoyler and 
McNaughton, independent consulting engineers, and calculated on a basis consistent with that used to calculate United States reserves. Both 
domestic and foreign estimates are based on interpretive information subject to revisions as additional data becomes available. 

In addition to the foregoing estimates of proved oil and gas reserves, the Company also had the right to sell estimated proved reserves of crude oil 
as a result of a long-term service contract with a foreign government as of December 31,1980,1979 and 1978, respectively, of 8,109,000 barrels, 
8,923,000 barrels and 7,120,000 barrels. The net quantity of crude oil produced for the Company's account under this contract during 1980,1979 
and 1978 was 1,673,000 barrels, 1,710,000 barrels and 1,709,000 barrels, respectively, all of which was sold to an authority of the government. 

The quantities of reserves presented above include only those amounts which are expected to be recovered under economic conditions existing at 

year-end. Therefore, proved reserves are limited to quantities which can be recovered from known oil and gas reservoirs using year-end prices and 

costs under existing operating conditions and technology. Accordingly, any changes to these factors could significantly affect the reserve 
quantities shown above. 
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Present Value of Estimated Future Net Revenues of 
Proved Oil and Gas Reserves 

Information regarding the assumptions used in 
computing the valuation of proved reserves and the 
limitations inherent in those computations are dis¬ 
cussed below. The Company believes such informa¬ 
tion is essential for a proper understanding and 
assessment of the data. 

The following tables present estimated future net 
revenues, present values, and the results of opera¬ 
tions determined in accordance with the rules and 
regulations issued by the Securities and Exchange 
Commission (SEC) relating to oil and gas producing 
activities. Under these requirements, future net 
revenues are derived by reducing future gross 
revenues (excluding royalty payments and net profits 
interest disbursements) by the estimated costs to 
develop and produce the underlying reserves. The 
resulting net revenues are then reduced to a present 
value using a 10 percent discount factor. The follow¬ 
ing assumptions, specified by the SEC, are employed 
in the computation of the present value of estimated 
future net revenues. 

Proved Reserves: Included in the valuation are only 
those properties with “proved” reserves as defined 
by the SEC. Those reserves classified as “proba¬ 
ble” or “possible" are excluded. 

Current Prices: Future gross revenues are based 
on realized oil and gas prices at the year-end for 
which the reserve estimates are made, adjusted 


only for fixed and determinable price escalations. 

Current Costs: Production and development costs 
related to future production of proved reserves are 
based on cost levels in existence at the year-end for 
which reserve estimates are made. Therefore, no 
adjustment for inflation or any other factor is 
considered. 

Income Taxes: No federal or foreign income taxes 
are deducted in arriving at a present value of esti¬ 
mated future net revenues. 

Neither the estimated future net revenues nor the 
related present value amounts should be construed 
to represent a forecast of future net revenues or as a 
market value of the Company’s proved reserves. The 
following factors should also be considered in con¬ 
nection with any analysis of the valuations disclosed 
herein. 

—Those limitations noted in the estimation process 
of proved reserves as discussed above have a cor¬ 
responding effect on any valuation of those 
reserves. 

—Future estimated production schedules are utilized 
in the valuation process of proved reserves. Due to 
the limitations inherent in predicting the future, 
additional subjectivity is introduced into the valua¬ 
tion assumptions. 

— Probable and possible reserves may have signifi¬ 
cant effects on the net present value amounts. 


Estimated Future Net Revenues 
from Proved Reserves (Unaudited) 

As of December 31,1980 


(Dollars in Millions) _ United States (1) _ Foreign (2) 

Proved 

Proved Developed Proved 

1981 . $ 266.5 $ 312.9 $ 18.1 

1982 . 297.4 266.9 18.2 

1983 . 246.6 201.3 18.7 

Thereafter. 1,429.2 441.9 159.4 


$2,239.7 $1,223.0 $214.4 


(1) The estimated future net revenues for total proved reserves in 1981 are less than that shown for proved developed reserves because of the 
timing of the capital expenditures required to develop proved undeveloped reserves. 

(2) Estimated future net revenues from proved undeveloped foreign reserves are not material and have therefore been excluded. 
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R.J.Reynolds Industries, Inc. 

Present Value (10% Discount Rate) of Estimated Future 
Net Revenues from Proved Reserves (Unaudited) 

As of December 31 



United 



(Dollars in Millions) 

States 

Foreign 

Total 

Proved Reserves: 




1978 . 

. $ 511.7 

$ 32.9 

$ 544.6 

1979 . 

. 1,160.8 

86.0 

1,246.8 

1980. 

. 1,457.1 

128.9 

1,586.0 

Proved Developed Reserves: 




1978 . 

. $ 290.3 

$ 32.9 

$ 323.2 

1979 . 

. 705.0 

86.0 

791.0 

1980. 

. 980.0 

128.9 

1,108.9 


in addition to the foregoing estimates of future net revenues from the production of proved oil and gas reserves, the Company also has estimated 
future net revenues as of December 31,1980 under a long-term service agreement with a foreign government of $6.2 million, $10.1 million and 
$6.2 million for 1981,1982 and 1983, respectively, and $12.1 million remaining thereafter. The present value as of December 31,1980,1979 and 
1978 of these estimated future net revenues, calculated using a 10 percent discount factor, is $27.2 million, $23.4 million and $14.2 million, 
respectively. 

4 

Summaiy of Oil and Gas Producing Activities on 

the Basis of Reserve Recognition Accounting (Unaudited) 

For the Years Ended December 31 


(Dollars in Millions) 1980 1979 

Additions and Revisions to Estimated Proved Oil and Gas Reserves: 

Additions to estimated proved reserves, gross . $202.2 $157.6 

Revisions to estimates of reserves proved in prior years: 

Changes in price . 524.1 527.7 

Other (l) . (263.6) 18.0 

Accretion of discount (2) .... 124.7 54 5 

____587.4 757,8 

Less Evaluated Acquisition, Exploration, Development and Production Costs: 

Costs incurred, including impairments . 107.1 86.8 

Present value of estimated future development and production costs of additions 
to proved reserves. 45.8 34 7 

_ 152.9 121.5 

Additions and Revisions to Proved Reserves Over Evaluated Costs. 434.5 636.3 

Provision for Income Taxes. 186.0 288.4 

Results of Oil and Gas Producing Activities on the Basis of Reserve 
Recognition Accounting. $248.5 $347.9 


(1) Other revisions to reserves proved in prior years are due primarily to increased estimates of future capital and operating expenditures, 
revisions to production timing estimates and changes in the estimated quantities of proved reserves. 

(2) The accretion of the discount recognizes the impact of the passage of time on the discounted cash flows as determined at the end of the 
previous year. 


The Company s oil and gas producing activities resulted in a contribution to earnings from operations of $143.2 million and $46.3 million, 
respectively, for 1980 and 1979 on an historical cost basis. 
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RJ.Reynolds Industries, Inc. 

Changes in Present Value of Estimated Future Net Revenue 
from Proved Oil and Gas Reserves (Unaudited) 

For the Years Ended December 31 


(Dollars in Millions) 1980 1979 

Increases: 

Additions and revisions. $ 587.4 $ 757.8 

Less related estimated future development and production costs . 45.8 34.7 

Net additions and revisions. 541.6 723.1 

Purchase of reserves in place. 24.0 51.9 

Expenditures that reduce estimated future development costs. 130.6 128.9 

696.2 903.9 

Decreases: 


Sales of oil and gas and value of transfers, net of production costs of $123.9 and 


$61.9 for 1980 and 1979, respectively..(357.0) (201.7) 

Net increase. 339.2 702.2 

Beginning of year. . 1,246.8 _ 544.6 

End of year. $ 1,586.0 $ 1,246.8 


The foregoing summaries reflect the results of the 
Company’s oil and gas producing activities, excluding 
amounts related to a long-term service agreement 
with a foreign government, based on the changes in 
the net present value of proved reserves as computed 
using prescribed SEC regulations for Reserve Recog¬ 
nition Accounting (RRA). Accordingly, these results 
are subject to the same limitations discussed in con¬ 
nection with the estimation and valuation of reserves. 
In addition, care should be taken in any attempt to 
relate these results to the profitability of the Com¬ 
pany’s oil and gas producing activities due to inher¬ 
ent differences in income recognition between RRA 
and traditional accounting methods. Under RRA, 
earnings are recorded upon the discovery or revision 
of proved reserves. Under traditional accounting 
methods, revenue is recognized only as reserves are 
produced and sold. 

During 1980, the Company purchased 76 MBBLS 
of proved condensate reserves and 13,367 MMCF of 
proved natural gas reserves. During 1979, the Com¬ 
pany purchased 6,427 MBBLS of proved oil reserves 
and 49,368 MMCF of proved natural gas reserves. 
These reserves are included in the summary at a net 
present value of $24.0 million and $51.9 million for 
1980 and 1979, respectively. 

At December 31, 1980, leasehold costs of $89.8 


million have not yet been fully evaluated, and there¬ 
fore, are not charged to RRA operating results except 
for impairment provisions of $8.5 million recorded in 
1980, aggregating $35.3 million at year-end (net of 
retirements of $2.1 million). 

The 1980 reserve valuation computation includes 
price increases that were expected to result from 
phased decontrol of domestic crude oil and the effect 
of an excise tax imposed by the “Crude Oil Windfall 
Profit Tax Act of 1980” which was effective March 1, 
1980. Phased decontrol, which began June 1, 1979, 
was scheduled to gradually increase domestic crude 
oil prices to free market prices by October 1, 1981, 
when all regulatory controls were scheduled to termi¬ 
nate. The “Windfall Profits” tax rate on the increased 
selling price varies from 30 to 70 percent. The impact 
on the net present value of future net revenues for the 
“Windfall Profits” tax at December 31, 1980 is $650 
million. At the recommendation of the SEC’s staff, 
future phased decontrol was not considered in the 
reserve valuation computation for 1979. 

The regulatory controls on domestic crude oil, 
which were scheduled to terminate October 1, 1981, 
were lifted as of January 28, 1981. The anticipated 
favorable impact on reserve valuation, which will be 
largely offset by increased “Windfall Profits" tax, is not 
significant. 
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(Effective January 13, 1981) 


J. PAUL STICHT 

Chairman and Chief Executive Officer 
R.J. Reynolds Industries, Inc. 

J. TYLEE WILSON 
President 

R.J. Reynolds Industries, Inc. 

JOSEPH F. ABELY, JR. 

Vice Chairman of the Board 
R.J. Reynolds Industries, Inc. 

HERMANN JOSEF ABS 
Honorary President 
Deutsche Bank, AG. 

Germany 

CARLO BOMBIERI 
Chairman 
Ghenimex S.P.A. 

Italy 

RONALD H. GRIERSON 

Director 

The General Electric Company, Ltd. 

England 

WALTER L. LINGLE, JR. 

Former Executive Vice President 
The Procter & Gamble Company 
United States 

ERLING S. LORENTZEN 
Chairman 

Oivind Lorentzen, S.A. 

Brazil 

DONALD S. McGIVERIN 

President, Director and Chief Executive Officer 

Hudson's Bay Company 

Canada 

LOUIS von PLANTA 

Chairman and Chief Executive Officer 
Ciba-Geigy, Ltd. 

Switzerland 


Shareholder 

Information 


ANTOINE RIBOGD 

President and Chief Executive Officer 

BSN Gervais — Danone 

France 

F.O.J. SICKINGHE 
Chairman, Board of Management 
Verenigde Machinefabrieken, N.V. 
Netherlands 

BCJNICHIRO TANABE 
Chairman of the Board 
Mitsubishi Corporation 
Japan 

FRANCOIS VAXELAIRE 
President and Chief Executive Officer 
GB — Inno — BM, S.A. 

Belgium 

W.R.A. WYLLIE 

Former Chairman and Chief Executive 
Hutchison Whampoa Limited 
Hong Kong 

DENNIS DURDEN (Secretary) 

Vice President 

R.J. Reynolds Industries, Inc. 


Transfer Agents and Registrars 

MANUFACTURERS HANOVER 
TRUST COMPANY 
Corporate Trust Division 
4 New York Plaza 
New York, New York 10015 

THE FIRST JERSEY 
NATIONAL BANK 
2 Montgomery Street 
Jersey City, New Jersey 07303 

Conversion Agent, $2.25 
Convertible Preferred Stock 

MANUFACTURERS HANOVER 
TRUST COMPANY 
Corporate Trust Division 
4 New York Plaza 
New York, New York 10015 

Independent Auditors 

ERNST & WHINNEY 
Citicorp Center 
135 East 53rd Street 
New York, New York 10022 

2015 Wachovia Building 
301 North Main Street 
Winston-Salem, North Carolina 27101 


Dividend Reinvestment Plan 
Information 

R.J. Reynolds Industries, Inc. 

Shareholder Services Department 
P.O. Box 2959 

Winston-Salem, North Carolina 27102 

Shareholder Inquiries 

Communications concerning transfer 
requirements and lost certificates should 
be directed to either Transfer Agent. 
Communications concerning dividends 
and change of address should be 
directed to R.J. Reynolds Industries, Inc., 
Shareholder Services Department, Box 
2959, Winston-Salem, North Carolina 
27102. 

Common and Preferred Shares 

Listed on the New York Stock Exchange 
(Trading symbol: RJR) 

Corporate Headquarters 

RJR World Headquarters 
Reynolds Boulevard 
Winston-Salem, North Carolina 27102 
Telephone: (919) 777-2000 

Notice of Annual Meeting 

The Annual Meeting of the company’s 
shareholders will be held at the Hotel du 
Pont, 11th and Market Streets, 
Wilmington, Delaware, at 2 p.m. on 
Wednesday, April 22, 1981. A formal 
notice of the Annual Meeting, together 
with Proxy Statement and Proxy, will be 
mailed in March to shareholders of 
record at the close of business February 
25, 1981. 

Availability of Form 10-K 

On or after March 31, 1981, a copy of 
the company’s Annual Report to the 
Securities and Exchange Commission 
on Form 10-K for the year ended 
December 31,1980, will be provided to 
shareholders upon written request to the 
Secretary, R.J., Reynolds Industries, Inc., 
Winston-Salem, North Carolina 27102. 
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Hand-propelled tricycles for handi¬ 
capped children were designed by ma¬ 
chine shop employees of R. J. Reynolds 
Tobacco Company. From left, G. C. 
Parnell, Dub Snyder and Alfred Slater 
help a youngster know the thrill of 
unassisted tricycle riding. 



Members of the Future Farmers of 
America in Monroeville, Ohio, construct 
a gazebo in a local park, their chapter’s 
Building Our American Communities 
project. R.J. Reynolds Industries is 
national sponsor of the BOAC pro¬ 
gram, an effort to help revitalize small 
and rural communities while building 
youth leadership. 



Dr. Stanley Hoffman (standing, rear), 
the current R. J. Reynolds Fellow in the 
biomedical sciences at The Rockefeller 
University, is conducting basic re¬ 
search seeking to understand the rela¬ 
tionship of one cell to another and why, 
on occasion, cells develop abnormally 
and lead to diseases in humans. RJR 
helps finance basic biomedical re¬ 
search at leading medical and scientific 
institutions in the CI.S. Also shown are 
Associate Professor Grs Rutishauser 
and Barbara Sorkin, a graduate 
student. 



R.J. Reynolds Industries and High 
Point College offer RJR employees an 
evening liberal arts degree program at 
company facilities. Believed to be the 
first program of its kind in the ti.S., 
the company-paid program of study 
need not be job related. The first 
graduate of the program Toussaint 
Holland, assists his daughter, Monica, 
with first grade homework. 
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Corporation and Community: Investing in People 


In the increasingly complex world of 
which R.J. Reynolds Industries is a part, 
it is impossible to view the “business 
community” and “society" as separate 
entities. A corporation doesn’t operate 
in a world unto itself. It is a vital part of 
the whole of society. Corporations and 
the diverse communities in which they 
live and operate are mutually depen¬ 
dent. Society provides business with 
the skilled people and the franchise to 
produce goods and services. Busi¬ 
nesses, in turn, provide needed goods 
and services for which society pays. 

R.J. Reynolds believes that corporate 
responsibility involves more than 
monetary contributions to worthwhile 
causes. It means the commitment, as a 
corporate citizen, to the broader goals 
of society as a whole such as educa¬ 
tional advancement. . . equal 
employment. . . support for minority 
enterprise . . . expansion of and access 
to the cultural arts . . . support of basic 
research that will benefit society ... a 
meaningful involvement in the main¬ 
stream of the communities where we 
live. It is RJR's philosophy that the 
“ right” granted by society to operate a 
business confers upon the corporation 
an opportunity, even a duty, to direct a 
portion of its resources to the better¬ 
ment of society as a whole. A stable, 
healthy community provides its cor¬ 
porate residents with a well-rounded 
pool of potential employees. 

Community Leadership 

RJR’s sponsorship of the Future 
Farmers of America’s Building Our 
American Communities (BOAC) pro¬ 
gram exemplifies the corporation’s 
commitment to developing leadership 



Junior Achievement is one of the community pro¬ 
grams that gets assistance from R.J. Reynolds 
Industries. Brant Bills of corporate accounting is 
among many RJR employees who assist high 
school students through the Junior Achievement 
program. 

among youth in communities across 
the country. BOAC encourages high 
school students to develop projects 
that address community needs. 

In 1980, students completed BOAC 
projects in more than 1,300 communi¬ 
ties. RJR-sponsored awards were given 
for 150 BOAC projects, four projects 
were selected as regional winners and 
one project was honored with a top 
national award. 

BOAC is a grassroots program 
which directly benefits people. For 
example, when the Franklin, Louisiana, 
school board couldn’t afford a new 
$32,000 classroom, it turned to the 
local FFA chapter. FFA members 
helped build the classroom, saving the 
board $26,000. The students then 
saved the board another $15,000 by 
completing a $25,000 baseball field for 
$ 10 , 000 . 

RJR is also a major supporter of 
another youth leadership program, 
Close-Gp, which gives high school stu¬ 
dents a first-hand look at how the fed¬ 
eral government functions. Close-Gp, in 
conjunction with the Cable Satellite 


Public Affairs Network (C-SPAN), 
broadcasts seminars involving Close-Gp 
students and government officials to 
more than 1,000 high schools in the 
G.S. RJR is the chief sponsor of the 
Close-Gp program for hearing-impaired 
and blind students, and the largest 
sponsor of the program in North 
Carolina. 

People at R.J. Reynolds Industries 
hold a variety of civic and social service 
positions in communities where the 
corporation does business. Employees 
respond to a variety of community 
needs by sharing their time and skills. 
RJR machine shop employees, for 
instance, have built specially equipped 
mini-wheelchairs and hand-propelled 
tricycles for handicapped children. The 
corporation has filled more than 1,000 
requests from around the world for 
blueprints of the tricycles and 
wheelchairs. 

During the 1960s, the company took 
the lead in forming a citizens’ task 
force to address a variety of problems 
stemming from the increased urbaniza¬ 
tion of Winston-Salem. RJR contributed 
$1 million to the effort and hundreds of 
the company’s employees worked in a 
variety of civic groups to improve the 
quality of life in Winston-Salem. 

Out of RJR’s commitment to its 
neighbors and employees grew the 
corporation’s pastoral counseling pro¬ 
gram. The 30-year-old program, 
believed to be the nation’s first, pro¬ 
vides expert counseling for employees. 

Health 

In the area of health. RJR's man¬ 
agement realizes the importance of 
supporting basic biomedical research 
projects. In 1981, the corporation will 
contribute $4.4 million to biomedical 
research that aims to discover the 
causes of diseases in man. 

R.J. Reynolds supports projects at 10 
of the nation’s leading medical 
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research centers. Dr. Russell Ross, who 
leads a team at the University of 
Washington at Seattle that is studying 
causes of cardiovascular disease, 
comments that the RJR grant “permits 
us to have unrestricted research money 
to follow new leads. I know of no other 
industry that does this.” 

Among other leading research pro¬ 
jects supported by R.J. Reynolds Indus¬ 
tries are: 

• Cardiovascular disease research at 
Harvard Medical School. 

• Research at The Rockefeller Uni¬ 
versity on leukemia, carcinogene¬ 
sis, diabetes and other diseases. 

• The study at the University of Cali¬ 
fornia at San Diego of the relation¬ 
ship between lung functions and 
disease. 

Education 

Education is another important ele¬ 
ment of R.J. Reynolds Industries' cor¬ 
porate responsibility program. The 
corporation supports education at var¬ 
ious levels. 

RJR operates a pacesetting employ¬ 
ee education program in conjunction 
with High Point College in North Caro¬ 
lina. In classes taught at the corpora¬ 
tion’s World Headquarters in Winston- 
Salem, employees and their families 
can pursue a liberal arts degree in one 
of four major areas that need not be 
job related. The program, paid for by 
the company, has received community 
acclaim. An editorial in The Sentinel, a 
Winston-Salem newspaper, stated: “R.J. 

Reynolds Industries, Inc. has been paid 
a compliment this week. Nine Forsyth 
County businesses have banded 
together to offer an evening under¬ 
graduate degree program modeled 
after one developed by Reynolds . . . 
(The corporation’s) successful pro¬ 
gram now has about 150 employees 
enrolled, and stands as a model of 
innovation in the field of employee 
training and education. It is believed to 
be the first of its kind in the country.” 

R.J. Reynolds is committed to the 



Ramon Guerrero signs one of six original Type ‘C’ 
color photographs that he created for the R.J. 
Reynolds Tobacco International Latin America/ 
Caribbean Headquarters art collection. Secretary 
Terry Ryiand rehangs a completed work. 

principle of private education. The cor¬ 
poration is the largest corporate con¬ 
tributor in support of the nation’s inde¬ 
pendent colleges. In 1980, RJR 
awarded $1.3 million in capital grants 
alone and contributed more than 
$400,000 to independent college operat¬ 
ing funds. 

RJR also sponsors numerous schol¬ 
arships, fellowships, grants and educa¬ 
tional programs. From Winston- 
Salem’s Dial-A-Teacher, to the National 
Humanities Center, to the Robert A. 

Taft Institute’s teacher seminars, RJR 
supports a variety of educational 
programs. 

Minority Opportunity 

In the area of minority relations, R.J. 
Reynolds realizes that jobs and educa¬ 
tion are two of the most important 
areas of concern for minorities. As a 
result, RJR puts forth strong efforts in 
these areas. RJR has contributed or 
committed more than $1 million to 
black colleges and universities through 
the United Negro College Fund. RJR 
sponsors minority scholarship and 
internship programs at colleges and 
universities throughout the nation and 


internships through several minority 
organizations. 

During 1980, the corporation pur¬ 
chased goods and services from more 
than 350 minority businesses and 
advertised in more than 50 black pub¬ 
lications. During 1981, RJR plans to 
support minority enterprise through 
lines of credit and other forms of finan¬ 
cial support for several minority and 
women-controlled banks. 

The Arts 

The corporation and its employees 
have long demonstrated their com¬ 
mitment to the arts. The corporation 
supports several theatrical, artistic and 
musical endeavors, and employees 
serve on arts boards, task forces and 
committees. 

Winston-Salem’s outstanding arts 
culture has been noted by (J.S. News 
and World Report, which said: ‘‘With an 
influence on six Southeastern states, 
Winston-Salem is recognized by the 
National Endowment for the Arts as 
one of the most culturally active cities 
in the country.” RJR, over the years, 
has made contributions to the estab¬ 
lishment of that reputation. 

Energy 

Another important area of corporate 
responsibility is energy conservation. 

R.J. Reynolds Industries has an effi¬ 
cient, corporate-wide energy planning 
program. Each operating company has 
a conservation program and energy 
coordinators to develop and monitor 
programs. Reynolds Tobacco had 1980 
energy savings of $9.5 million, 
equivalent to 110,300 tons of coal. Also, 
Reynolds Tobacco’s pilot van pooling 
program proved so successful last year 
that it is being expanded in 1981. 

Programs that benefit both the 
community and the corporation — that 
is what corporate responsibility is all 
about at RJR. 
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